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THURSDAY, MARCH 15, 1956 


Unirep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON MercHant Marine AND FISHERIES, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:15 a. m., 
in room G—16, United States Capitol, the Honorable Warren G. 
Magnuson (chairman of the committee), presiding. 

Present: Senators Magnuson (chairman), Thurmond, Schoeppel, 
and Duff. 

The Cuarrman. The committee will come to order. 

The Chairman has a preliminary statement here that he would like 
toread. We have had a whole week of maritime hearings on all phases 
of the maritime and today we have the MSTS group here. 

In its report on the operations of the Military Sea Transportation 
Service, the Hoover Commission’s Subcommittee on Transportation 
Activities in the Department of Defense made a number of recom- 
mendations. 

On July 12 of last year, at this subcommittee’s invitation, officials 
of the Department of Defense came before us to state what had been 
done or what was planned by the Department, with respect to imple- 
menting the Commission’s recommendations. At that time, however, 
the MSTS group said that they didn’t have sufficient time to evaluate 
the recommendations so we postponed the hearings. Today we hope 
we can be informed as to the policy determinations of the Department 
of Defense with respect to at least the most important of the Hoover 
Commission recommendations of which there are, I think, 3 or 4 that 
I have here. 

In addition, I have asked that comment on the present activities of 
the MSTS which have been subject of complaint by various segments 
of the maritime industry be discussed. 

Many leaders in the shipping industry, of course, feel that MSTS 
has gone far beyond the area of service to the military forces which 
the directive of October 1949 authorized. 

There is some agreement with the Hoover Commission’s first gen- 
eral conclusion that there cannot be two American merchant marines, 
namely, one military and one civilian, operating independently and at 
times in competition with each other. And they concur, generally 
speaking, with the conclusion which is stated in the Hoover Com- 
mission report that “Its practices * * * frequently do conflict with 
the objectives of the national maritime polic y and can be characterized 
as tending towards”—what they term—“military socialism.” 

We are interested today in hearing from the military authorities 
what they propose to do. They have done a lot of things in the past 
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few months and we hope that they will confine themselves more con- 
sistently to the functions set forth in the July 1, 1954, memo agree- 
ment between the Departments of Defense and Commerce with respect 
to carrying out, and I quote: 


Current logistics needs of the military departments which cannot be met by 
commercial interests. 


The further part of the statement pointing out the importance of 
the American merchant marine and its connection with the MSTS 
will be put in the record : 


The American merchant marine is as essential a part of the military setup in 
time of war as is the Military Sea Transportation Service. It has difficulties 
enough meeting the low-cost competition of foreign shipping without having to 
fight for its life against a Government-owned shipping facility supported, in part, 
by the tax payments of the very maritime industry with which it is frequently 
in competition, with the scales always weighed in favor of MSTS. 

I think it is high time that Defense officials give serious thought to the necessity 
of maintaining a strong and adequate merchant marine. It wasn’t the MSTS 
that made possible the winning of World War II—it was the privately owned 
merchant marine. And it was the privately owned merchant marine that made 
the greatest contribution to the servicing of our troops in Korea. 

MSTS is adding to the difficulties of this already burdened merchant marine 
when it carried commercial cargoes to areas serviced by commercial vessels; 
when it refuses to permit arbitrarily labeled “nonsusceptible” freight to go on 
commercial vessels; or when it imposes needless “time arrival” restrictions on 
nonperishables in peacetime. 

Enactment of S. 2286 in the near future should permit retirement of the extra 
nucleus fleet vessels which MSTS has declared were required to carry the auto- 
mobiles of military personnel. And this should permit carriage on commercial 
vessels of many thousands of tons of freight that reportedly had to be carried 


to hold down in the water the extra ships used for carriage of automobiles of 
service personnel. 


At this point I would like to put in the record the bill S. 822, to 
require the armed services to utilize private American shipping serv- 
ices for the overseas transportation of commodities and personnel, 
which ties right in with the operations of MSTS; also several 
official letters from the Commerce Department, the Navy Department, 
and the Justice Department. 

(The bill and letters referred to are as follows :) 


[S. 822, 84th Cong., 1st sess.] 


A BILL To require the armed services to utilize private American shipping services for the 
overseas transportation of commodities and civilian personnel 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 901 of the Merchant Marine Act 
of 1936 is amended by— 

(1) inserting “(a)” after “Src. 901.” ; and 
(2) adding at the end thereof a new subsection as follows: 

“(b) (1) Notwithstanding any other provisions of law, where privately oper- 
ated shipping services are being maintained with vessels registered under the 
laws of the United States on or in the area of established routes with regular 
and frequent sailings, the armed services of the United States shall utilize such 
privately operated shipping services for the transportation of commodities and 
civilian personnel, if space is available of the required character and in sufficient 
amount to meet such transportation requirements. Neither the Department of 
Defense nor any unit or subdivision thereof shall establish or maintain any water 
transportation service or operate individual vessels, except in instances where 
privately operated American shipping services with vessels registered under the 
laws of the United States do not possess the required facilities, do not have space 
available in amount required, are not available, or do not operate services to 
destinations required by the armed services of the United States on a basis 
reasonably required to meet such transportation requirements. The transporta- 





MILITARY SEA TRANSPORT SERVICE 3 


tion by the armed services of commodities and civilian personnel shall be arranged 
and scheduled to the extent possible to utilize the facilities and available 
capacities of such privately operated American shipping services, and the 
transportation of commodities and personnel shall not be deferred or delayed 
awaiting transportation by vessels under the control and direction of any unit 
of the armed services. 

“(2) Nothing contained in this subsection shall require (A) the employment 
of privately operated American shipping services to overseas military bases or 
ports wholly closed to private vessels for national defense purposes; (B) the use 
of privately operated American shipping services unless it shall be offered at 
rates determined by the Federal Maritime Board to be reasonable, based on 
efficient American-flag operation; or (C) the movement of troops and their 
accompanying equipment by privately operated American shipping services.” 


THE SECRETARY OF COMMERCE, 
Washington 25, September 23, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C. 


Dear Mr. CHAIRMAN: This letter is in reply to your request of January 29, 
1955, for the views of this Department with respect to S. 822, a bill to require 
the armed services to utilize private American shipping services for the over- 
seas transportation of commodities and civilian personnel. 

The bill would amend section 901 of the Merchant Marine Act, 1936, as 
amended, by adding a new subsection (b). Note that the act of August 26, 1954 
(Public Law 664, 88d Cong.), added a subsection (b) to section 901 of the 1936 
act. The new provisions would, in effect, require the armed services to utilize 
private American shipping services for “overseas transportation” of commod- 
ities and civilian personnel under the requirements outlined in the amendment. 
This result is effected : 

(a) By requiring the armed services of the United States to utilize privately 
operated shipping services maintained with vessels of United States registry 
on established routes for transportation of commodities and civilian person- 
nel when suitable space is available. 

(b) By prohibiting the Department of Defense from establishing or main- 
taining water transportation service or operating individual vessels, except 
where privately operated American shipping services with vessels of United 
States registry are not available, do not have available space as required, do not 
possess the required facilities, or do not operate, to the required destinations. 

(c) By directing the armed services to schedule the transportation of com- 
modities and civilian personnel as far as possible to utilize privately operated 
American shipping services, and prohibiting delay in transport of commodities 
and personnel in order to make use of vessels under control of the armed services. 

The bill then modifies the operation of the preceding provisions by the provisos 
that the new subsection shall not require: 

(a) Employment of privately operated American shipping services to over- 
seas military bases or ports wholly closed to private vessels for national defense 
purposes. 

(b) Employment of privately operated American shipping services unless 
offered at rates determined by the Federal Maritime Board to be reasonable, 
based on efficient American-flag operation. 

(c) Movement of troops and accompanying equipment by privately operated 
American shipping services. 

It is noted that, while the title of the bill would limit the operation to “‘over- 
seas transportation,” the provisions of the text of the bill are not limited to such 
transportation. The limiting term “overseas” appears only in paragraph (2) 
(A) of the bill, referred to in paragraph (a) above. It does not appear that 
the body of the bill itself would exclude its operation with respect to water 
transportation in coastwise, intercoastal or domestic movement, if the services 
are on established routes with regular and frequent sailings. 

The bill apparently would operate to restrict the transport of cargoes and ci- 
vilian personnel on vessels operated by or for the armed services, which now 
carry coastwise between United States ports, between overseas ports, and be- 
tween United States ports and overseas ports where no military bases exist and 
which are not restricted for national defense purposes. 
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While not entirely clear, the scope of the prohibitions against armed service 
operations and the requirements for use of private shipping are broad in cover- 
age, with the only exceptions to be those outlined in the provisos at the end of 
the bill, set forth in paragraphs (a), (b), and (c) just above. The require- 
ment for use of privately operated American shipping services is subject to the 
condition that such services are offered at rates determined by the Federal 
Maritime Board to be reasonable, based on efficient American-flag operation. 

The operation and expansion by the Defense Department of a fleet of mer- 
chant vessels in competition with privately owned American-flag vessels vitiates 
the purpose and policy of the 1936 act, and definitely increases the problems in 
the development and maintenance of a privately owned and operated American 
merchant marine. This Department supports the policy that privately owned 
American-flag vessels should be utilized for the transportation of cargo and 
passengers in all cases where such facilities are available on a reasonable basis 
to meet the requirements of the armed services. 

The Department of Defense is subject to several statutes which provide for 
shipment of cargo on American vessels. The bill, S. 822, applies “notwithstand- 
ing any other provisions of law” and thus supersedes any conflicting provisions 
of existing statutes otherwise applicable to Defense Department operations. The 
act of April 28, 1904 (33 Stat. 518; 10 U. S. C. 1865; 34 U.S. C. 528), is a so-called 
100-percent measure, requiring use of United States vessels for shipments of 
military supplies. The Mutual Security Act of 1954 (Public Law 665) is a “not 
less than 50 percent” measure relating to aid cargoes for foreign nations, in- 
eluding both economic and military aid. The Butler-Tollefson Act of 1954 
(Public Law 664) is a “not less than 50 percent” measure relating to procure- 
ments for the United States or for foreign governments, including cases where 
convertibility of foreign currency is guaranteed. S. 822 applies to “transporta- 
tion of commodities” for which the Department of Defense controls the ocean 
routing. “Commodities” is a broad term and probably embraces most of the 
several categories of shipments under the act of 1904 and Public Law 664 and 
Public Law 665 with which the Department of Defense may be involved. 

It therefore appears that any procurements by Defense for foreign govern- 
ments, i. e., aid cargo under Public Law 664 or under Public Law 665, would be 
taken from the 50 percent and placed in the 100-percent category. Additionally, 
if Defense controls any procurement for the United States from foreign areas 
which are not military supplies, they would also be transferred from the 50- 
percent requirement of Public Law 664 to the 100-percent category. 

In contrast with the above change in shipping arrangements of the Depart- 
ment of Defense under S. 822, the 50-percent requirement of Public Law 664 and 
Public Law 665 would continue to apply to procurements for the United States 
or aid procurements for foreign nations which are administered by civilian 
agencies, such as Foreign Operations Administration, Agriculture Department, 
and General Services Administration. 

Questions as to the coverage of certain words and phrases would arise in 
the administration of the measure, particularly when they would involve incon- 
sistencies with similar terms used in other laws above referred to. The terms 
“privately operated’ may be intended to include privately owned or Govern- 
ment-owned vessels so long as they are operated for private risk and account. 
It is not clear whether Government-owned vessels managed by general agents or 
contract agents at Government risk and expense shall be considered privately 
operated. The use of the terms “commodities and civilian personnel” on page 2, 
line 17, involves possible conflicts with existing cargo preference statutes which 
are referred to above in this letter. 

With reference to the use of the term “shipping services,” it appears that the 
effect is to give preference to American liners and exclude American individual 
vessels or tramp ships. If this is intended, the bill is discriminatory against 
facilities of individual vessels or tramps. 

If favorable consideration should be given to enactment of the measure, it 
should be amended to provide that determinations called for in clause (B) of 
paragraph 2 of the bill, relating to the reasonableness of rates, should be made 
by the Maritime Administration rather than by the Federal Maritime Board. 
The actions called for by the bill are not regulatory but are operational in 
character and are more suitable, therefore, for handling by the Maritime 
Administration. 

In view of the recent enactment of Public Law 664, 83d Congress, which pro- 
vides for a minimum preference effective as to all Government agencies for 


ae 


the use of private United States-flag vessels, and of Public Law 575 (long-term 
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time charters of new private tankers by Navy), and in view of the existence of 
other cargo preference laws, and in view of the clear policy of the Merchant 
Marine Act, 1936, of preference and promotion of privately owned American- 
flag vessels in the transportation of cargo and passengers, the effect of the recent 
legislation should be awaited before consideration be given to further specific 
statutory restrictions. 

In our opinion, the many problems of administration which would be involved 
and the rigid policy which would be etsablished by 8. 822 are compelling argu- 
ments against the enactment of the bill. As indicated above, policy of the execu- 
tive branch calls for Government agencies to utilize commercial shipping to the 
fullest extent compatible with maximum security interests. This bill would 
deny flexibility and discretion to the Government regarding the means by which 
military transport is managed, whether in peacetime, emergency, or wartime. 
It is believed that these problems can be better handled by continuous watchful- 
ness and administrative action by the departments under existing law and with 
the continuing scrutiny by the congressional committees of the administration 
of the law, in accord with existing merchant marine policy of the 1936 act 
calling for a privately owned and operated American merchant marine. 

In view of the above, the department recommends against favorable con- 
sideration of the bill at this time. 

The Bureau of the Budget has advised that it would interpose no objection 
to the submission of this letter to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Convmerce. 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE JUDGE ADVOCATE GENERAL, 
Washington, D. C., October 13, 8955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


My dear Mr. CHAIRMAN: Your request for comment on S. 822, a bill “To 
require the armed services to utilize private American shipping services for the 
overseas transportation of commodities and civilian personnel,” has been as- 
signed to this Department by the Secretary of Defense for the preparation of a 
report thereon expressing the views of the Department of Defense. 

The primary purpose of S. 822, as stated in its title, is to require the armed 
services to utilize private American shipping services for overseas transporta- 
tion of commodities and civilian personnel. 

To accomplish the above purpose the bill would amend the Merchant Marine 
Act of 1936. It would require that where privately operated shipping services 
are being maintained with vessels registered under the Jaws of the United 
States on or in the area of established routes with regular and frequent sailings, 
the armed services of the United States shall utilize such privately operated 
shipping services for the transportation of commodities and civilian personnel, 
to the extent that space of the required character and in sufficient amount is 
available to meet such transportation requirements. Exceptions would be 
permitted where the shipping is to overseas military bases or ports wholly 
closed to private vessels for national defense purposes, of when the Federal 
Maritime Board determines that the rates to be charged by the privately oper- 
ated American shipping services are unreasonable. 

The bill would also prohibit the maintenance and operation of any water 
transportation service or of individual vessels by the Department of Defense 
except for the movement of troops and their accompanying equipment, or except 
in instances where privately operated American shipping services do not possess 
the required facilities or available space or do not operate services to destina- 
tions required by the armed services. 

S. 822 is identical with S. 1439 of the 88d Congress on which bill the Depart- 
ment of the Navy, on behalf of the Department of Defense, submitted comment 
to the Committee on Interstate and Foreign Commerce under date of June 22, 
1953. The views expressed on S. 1439 are equally applicable to S. 822. 

In addition, however, it is desired to emphasize that enactment of S. 822 
would impair the ability of the Department of Defense to meet its operational 
requirements in that it would limit the flexibility needed in the executive branch 
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of the Government to maintain the military posture required by the rapidly 
changing world situation. 

The military necessity for maintaining a nucleus fleet of vessels under the 
exclusive custody, jurisdiction, and control of the Department of Defense has 
been recognized by congressional committees, the National Security Council, 
the Joint Chiefs of Staff, the General Accounting Office, the Committee on Ovgani- 
zation of the Executive Branch of the Government, and representatives of the 
shipping industry. The size of this fleet has, from time to time, been adjusted 
to conform to current military operational requirements. Because of the rapid 
tempo of world events and the fact that military forces must of necessity be 
geared to these patterns, it is considered imperative that the size and composi- 
tion of the nucleus fleet be determined by the executive branch of the Govern- 
ment upon the recommendation of the Secretary of Defense and the Joint Chiefs 
of Staff. 

The provision by which the Federal Maritime Board would be authorized to 
make a determination of “reasonable” rates is considered to be unnecessary 
and undesirable since it would probably result in increased cost to the Govern- 
ment. It is believed that the authority to fix rates by statute would result in 
stifling the competitive element in ratemaking which permits the Department 
of Defense to take advantage of the fluctuations in rates prompted by market 
and seasonal conditions. Experience has shown that the fixing of “reasonable” 
rates tends to establish a floor on prices as well as a ceiling and consequently 
restricts freedom of competition. 

In view of the above, the Department of the Navy, on behalf of the Depart- 
ment of Defense, opposes the enactment of 8. 822. 

This report has been coordinated within the Department of Defense in ac- 
cordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on S. 822 to the 
Congress. 

For the Secretary of the Navy. 

Sincerely yours, 
IrA H. Nunn, 
Rear Admiral, USN, 
Judge Advocate General of the Navy. 


JUSTICE DEPARTMENT, 
June 24, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear SENATOR: This is in response to your request for the views of the 
Department of Justice concerning the bill (S. 822) “To require the armed 
services to utilize private American shipping services for the overseas trans- 
portation of commodities and civilian personnel.” 

The bill has been examined, but since the subject matter thereof is not 
related to any of the activities of the Department of Justice, we would prefer 
not to offer any comment concerning it. 

Sincerely. 

Wi1IAM P. Rocers, Deputy Attorney General. 

We have as our first witness today, Mr. Earl B. Smith, who is 
Director of Transportation and Communications in the Office of the 
Assistant Secretary of Defense for Supply and Logistics. 

That is a long title, Mr. Smith. 

Mr. Smiru. Yes; it is. 

The Cuatrman. I must say at the outset today to all the people 
interested, that the Senate meets again at 11 o’clock, and under the 
rules we are not supposed to hold committee hearings without unani- 
mous consent. I endeavored last night to get unanimous consent to 
continue these hearings probably on to 12:30 or 1 o’clock, but was 
not successful. So, we will have to close these hearings at 11 o’clock. 
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I am sure we won’t be through at that time and I haven’t conferred 
with the staff but I think we can come back on Monday afternoon or 
Tuesday afternoon. 

Well, we will announce that later. 

We will be glad to hear from you, Mr. Smith. 


STATEMENT OF EARL B. SMITH, DIRECTOR OF TRANSPORTATION 
AND COMMUNICATIONS, OFFICE OF THE ASSISTANT SECRETARY 
OF DEFENSE FOR SUPPLY AND LOGISTICS 


Mr. Suiru. Mr. Chairman, my name is Earl B. Smith. I have 
been engaged § in the transportation field for some 37 years. Prior to 
accepting my present assignment I was vice president and director 
of traffic for General Mills, Inc. 

The Department of Defense is here in response, among other notices, 
to a letter written to the Secretary of Defense on Febri uary 24, 1956, 
by Senator Magnuson requesting that representatives of this Depart- 
ment testify on certain phases of ocean shipping and two specific 
situations mentioned in that letter. 

I appeared before your committee on July 12, 1955, in response to 
a request by the Chairman of the Committee on Interstate and Foreign 
Commerce to the Secretary of Defense regarding the Hoover Com- 
mission recommendations. You were advised at that time that we 
were not in a position to respond definitely or specifically in the matter 
of implementing any of the Hoover Commission recommendations 
with respect to ‘shipping. It*is understood that your subcommittee 
desires testimony on this same subject today. 

Hearings were held on other phases of ocean shipping at Seattle, 
Wash., October 17, 18, 19, and 20, 1955, and at San Francisco, 
Calif., on October 31, November 1 and 2, 1955. Representatives of 
this Department w ere in attendance at those hearings although no 
testimony was given. 

I assume that the hearing today is merely a continuation of the 
hearings started in W ashington on July 12, 1955, and continued at 
Seattle and San Francisco. 

Consequently, we are prepared to discuss the matters with which 
your committee was concerned at the time of those hearings and 
the specific matters raised in your letter of February 24, 1956, to 
the Secretary of Defense. I have with me today Vice “Adm. Francis 
©. Denebrink, Commander, Military Sea Transportation Service, and 
Rear Adm, Albert G. Mumma, Chief, Bureau of Ships, Department 
of the Navy; also Maj. Gen. Paul F. Yount, Chief of Transportation, 
Department of the Army. 

It should be said as a note of caution that the conclusions reached 
on the transportation recommendations contained in the Hoover Com- 
mission report represent the views of the Department of Defense 
only at this time, and should not be considered as the views of the 
executive branch as a whole. 

If it is satisfactory with you, Mr. Chairman, I will ask Admiral 
Denebrink to lead off for the Department of Defense. 

The CuatrMan. Now, your position in the Department of Defense 
is to deal directly with the MSTS, Admiral Denebrink in particular, 
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in regard to the logistics problem of ocean transportation; is that 
correct ? 

Mr. Smiru. Our responsibility is directed entirely to policy and 
coordination. 

The CuairmMan. Policy rather than the actual practical workings 
of this? 

Mr. Smiru. That is right. 

The Cuarrman. And much of the policy of the MSTS is a directive 
from the Department of Defense? 

Mr. Smiru. That is right. 

The Cuarrman. In other words they don’t determine policy them- 
selves but they are directed to carry on certain operations which the 
Department of Defense deems necessary in a given place or given 
time ? 

Mr. Smiru. They operate under a policy directive of the Office 
of the Secretary of Defense and that lists the responsibilities of the 
Military Sea Transportation Service. 

The Cuarrman. And I think it would be good for the record, too— 
a lot of people don’t realize—that the Navy itself does not necessarily 
direct MSTS in many of their activities. 

Mr. Smirn. Well, I wouldn’t be too sure of that, Mr. Chairman, 
because they operate more directly, I believe, under the Chief of Naval 
Operations in regard to operating matters, and under the Assistant 
Secretary for Materials in management matters. 

The CHamman. That would be a sort of a chain of directives 
coming from the Department of Defense? 

Mr. Smirn. That is correct. 

The Cuarrman. Who, in determining policies, look over the whole 
logistics and transportation situation ? 

Mr. Smiru. That is right. 

The Cuatrman. Naturally, the chain would follow through to the 
Chief of Naval Operations and then down to MSTS. 

Mr. Smirn. That is right. 

The Cuarrman. All right, thank you, Mr. Smith. Just so we get 
the record clear as to how this operates; we appreciate it. 

Admiral. 

Admiral Denresrtinx. Good morning, Senator. 

The CuarrMan. Good morning, Admiral. We are glad to hear from 
you. 


STATEMENT OF VICE ADM. FRANCIS C. DENEBRINK, UNITED 
STATES NAVY, COMMANDER, MILITARY SEA TRANSPORTATION 
SERVICE 


Admiral Denreprtink. Mr. Chairman, my name is Francis C. Dene- 
brink, Vice Admiral, United States Navy. 

I would also like to introduce to you my commercial shipping 
adviser, Mr. W. Lyle Bull, and my counsel, Mr. Wilbur L. Morse, 
who will assist me in illuminating the information you desire. 

The Cuarrman. I hope it is illuminating. 

Admiral Deneprtnk. I am the Commander of the Military Sea 
Transportation Service and have been designated to represent the 
Department of Defense before this committee with specific reference 
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to the proposed bill S. 822 and to the or tanker-construction pro- 
gram authorized under Public Law 575, 83d Congress, 2d session. 

I shall address myself, first, to the pr Snaed bill S. 822 which would 
amend section 901 of the Merchant Marine Act of 1936. This bill 
would: (a) Require the armed services to utilize private American 
shipping services for the overseas transportation of commodities and 
civilian personnel, except where the movement is to overseas military 
bases or to ports wholly closed to private vessels, or when the Feder aul 
Maritime Board determines that the rates to be charged by the private 
American shipping services are unreasonable; (6) prohibit the main- 
tenance and operation of any water transportation service or of 
individual vessels by the Department of Defense or any unit or sub- 
division thereof, except for the movement of troops and their accom- 
panying equipment, or except in instances where the private American 
shipping services do not possess the required facilities or available 
space in sufficient amount or do not operate services to destinations 
required by the armed services; and would (c) — that the move- 
ment of military cargo and civilian personnel be arranged and sched- 
uled by the Department of Defense to conform rei the facilities and 

capacities made available by privately operated American shipping 
services. 

The proposed legislation appears to reflect a failure to understand 
the fundamental military principles underlying logistic support of 
the armed services. It lacks appreciation of the fact that defense 
transportation activities must, first and foremost, be scaled to the 
requirements of national security and cannot be scaled to the com- 
mercial need to move people and things from one place to another in 
the course of routine business. It gives no recognition to the respon- 
sibility of the Department of Defense for safeguarding our national 
sec urity, or to the importance of ocean transportation as a vital 
element in military logistic support. 

Although the enactment of S. 822 would result in the radical curtail- 
ment or the complete elimination of the operations of the Military Sea 
Transportation Service, the wording of the bill is so all-encompassing 
that its enactment would also lead to the inefficient utilization of naval 
units of the Fleet Service Forces and the Amphibious Forces. 

This bill would put the interests of a relatively few shipping com- 
panies above the national interest without placing upon those com- 
panies any responsibility to make their capabilities available to the 
military services on any depenadble basis. It would extend to com- 
pelling the military departments to coordinate their cargo and civilian 
personnel movements to meet such schedules as the private shipping 
companies might determine. It would result in the subsidization of 
American shipping through military appropriations and, in effect, 
would place the Navy in the status of an auxiliary to the private 
shipping industry. This is in direct conflict with section 101 of the 
Merchant Marine Act of 1936 which provides that— 


the United States shall have a merchant marine * * * (b) capable of serving 
as a naval and military auxiliary in time of war or national emergency. 

The legislation proposed would impose upon the Department of 
Defense unacceptable restrictions with regard to the flexibility of 
operations of vessels in its custody to meet sudden and variable mili- 
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tary requirements in support of emergency plans approved by the 
Joint Chiefs of Staff. It would look to the private shipping industry 
to make ships available to meet military cargo lift requirements, 
leaving it to MSTS to provide capability for such of these requirements 
as the private ship operators found themselves unable to accommodate. 

It would be practically impossible to foretell, with any degree of 
accuracy, the number and types of ships required to be available at 
any time because of commercial shipping deficiencies. This would 
inevitably entail an unwarranted expense for the recurring lay-up 
and reactivation of ships and would make the retention of qualified 
crews most difficult except at excessive cost. 

To fulfill its responsibilities, the Department of Defense must retain 
the authority and means to assure the uninterrupted availability of 
ocean shipping support to United States forces wherever they are 
deployed and must have in ready operating status, under military 
control and responsive to military command, suflicient vessels to life 
the minimum essentials of supplies, equipment, and personnel to our 
military installations in overseas areas and as a base for necessary 
expansion to meet mobilization requirements. The Joint Chiefs 
of Staff have stated unequivocally that this is essential in the interest 
of national defense and that such shipping be provided under one 
authority, in peace and war, to serve all agencies and departments of 
the Department of Defense. The Military Sea Transportation Service 
was established for this purpose. 

It has been, and is, the continuing policy of the Department of 
Defense to support and foster the development of a privately owned 
and operated American merchant marine in consonance with the 
national policy as enunciated in the Merchant Marine Act of 1936. 
In effectuating this policy, close liaison has been maintained with the 
Secretary of Commerce, upon whom devolves the responsibility for 
implementing the national policy. His recognition of the requirement 
of a nucleus fleet of ships under direct military control is expressed 
in a memorandum of agreement with the Secretary of Defense, with 
the concurrence of the director, Office of Defense Mobilization. The 
agreement outlines clearly the concept of the MSTS nucleus fleet as 
a basic necessity of the Department of Defense for the effective dis- 
charge of its assigned responsibilities under present world conditions 
and under conditions of full mobilization, consistent with our inter- 
national commitments in relation to the NATO pool of shipping. 

It sets forth the purposes for which the nucleus fleet is main- 
tained, the close limits within which this fleet is expected to remain 
and the manner in which limited changes can be effected. It estab- 
lishes the requirement that substantive changes in numbers, types 
or tonnage must have the approval of the Secretary of Commerce and 
the Secretary of Defense. The agreement prescribes the order of 
priority in which shipping for ocean transportation is to be obtained 
by MSTS beyond the capabilities of the nucleus fleet. The priorities 
place emphasis upon the maximum utilization of available berth line 
space, giving substance to that portion of the policy declaration in 
the 1936 act relating to the provision of services “on all routes essen- 
tial for maintaining the flow * * * of foreign waterborne commerce 
at all times * * *,” which implies recognition of established berth 
lines as the hard core of an adequate merchant marine. 
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For a substantial volume of the military movement, such priority 
results in considerably higher costs than would be the case were other 
means available utilized. To this extent, the appropriated funds of 
the Department of Defense contribute materially to the support of the 
established national maritime policy. 

The Cuairman. Admiral, I don’t like to interrupt your statement, 
but I think the record should show the date of that memo. When was 
it finally established ? 

Admiral Denepsrink. Later on I have a chart that shows it, sir, in 
August of 1954. 

The Cuamman. I thought it was 2 years ago, approximately 2 

ears ago. 

kde DeneEprink. The original memo of agreement was dated 
August 1951. 

The Cnatmrman. All right. 

Admiral Deneprtnk. And a new memo of agreement substantially 
the same as the original bears the date of August 1954. 

The Cuarrman. But the first liaison as I recall between the De- 
partment of Commerce and the Department of Defense was approxi- 
inately 2 years ago. There were some informal talks which finally 
culminated in this first memo of agreement. 

Admiral Denesrink. Of 1951. 

The Cuatrman. And then you went on and this memo is a broad 
memo which covers most of the operations between the two was in 
1954, approximately 2 years ago? 

Admiral Denesrink. Yes, sir, but the two memoranda are substan- 
tially identical, sir. 

The CHatrman. Yes. 

Admiral Denesrink. Although in some disagreement as to the 
size of the nucleus fleet, the necessity for the Department of Defense 
to maintain such a fleet to meet its basic minimum shipping require- 
ments has been recognized by every group which has made a study 
of the Military Sea Transportation Service or has investigated its 
operations. These groups include congressional committees, the Gen- 
eral Accounting Office, the Hoover Commission and shipping indus- 
try associations. 

Inherent in the nucleus fleet concept is appreciation of the basic 
fact that private shipping services are not, and cannot be geared to 
military operations. By their nature, these military operations in- 
volve frequent and sudden changes in shipping requirements. The 
uncertainties of these requirements as to volume, availability, and 
type of cargo would seriously affect that regularity and dependability 
of schedules upon which commercial shippers must rely to meet their 
market commitments. The primary purpose of private shipping is 
to develop and maintain the flow of traffic in foreign commerce. 

Its first consideration, of necessity, is the satisfaction of require- 
ments of commercial shippers by the provision of facilities and service 
equal to or better than those ‘made available by foreign-flag com- 
petitors. It is largely upon this premise that the oper ating diffe ‘ren- 
tial subsidies iatkeolass under the Merchant Marine Act of 193¢ 
were conceived. 

Private shipping operations are influenced by such factors as 
seasonal fluctuations in commodity movements, the countermoves of 
foreign-flag competitors and, in the case of some companies, by the 
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limitations imposed by the terms of their operating differential sub- 
sidy contracts. Because of these conditions, it is to be expected that 
the private operators might frequently find themselves unable to act 
upon military operations might frequently find themselves unable 
to act upon needs at the times and for the quantities and types of lift 
required, thereby compromising the movement of military supplies. 

The obligations imposed by the responsibilities of the Department 
of Defense for maintaining the integrity of our national security 
render it wholly impracticable and unrealistic to place sole reliance 
upon such an uncertain source of lift capability to meet immediate 
defense requirements in an emergency and to provide dependable and 
effective logistic support to our forces 1n overseas areas. 

What has been said with respect to the lack of desire by the Depart- 
ment of Defense in solely relying upon berth line services applies with 
equal effect to other segments of the shipping industry. When the 
demand for tankers for the transport of petroleum products for the 
civilian economy is heavy, it is not always feasible for the Depart- 
ment of Defense to obtain the tanker tonnage it needs, at the time 
required, even at exorbitant rates. This has a further effect upon 
the procurement activities of the Armed Services Petroleum Pro- 
curement Agency, known as ASPPA, necessitating the rescheduling 
or cancellation of movements, thus exposing the Government to damage 
claims for the nonfulfillment of contract obligations. 

Illustrative of this situation is the experience of MSTS with re- 
spect to its tanker requirements for December 1955 and January 1956. 
In addition to the capabilities of the tankers of the MSTS nucleus 
fleet and four time-chartered Orion tankers, there was need for 25 
tankers for each of these months. Notwithstanding 4 successive in- 
vitations between October 21 and December 1, 1955, and a willing- 
ness to charter at market rates which had spiraled to USMC plus 
125 percent—while rates for the preceding year had averaged USMC 
minus 15 percent—MSTS, on December 2, 1955, was short 4 tankers 
to meet its December 1955 requirements and 9 tankers to meet its 
January 1956 requirements; this, despite adjustments made by 
ASPPA to reduce shipping requirements and establish priorities. 
Privately owned tankers were subsequently obtained to cover the 
MSTS needs, but at rate levels greatly in excess of previous months. 
For the 3-month period, December 1955 to February 1956, inclusive, 
the comparative costs to the Government for military POL—which 
is petroleum products—transportation were as follows: 


Cost per 
1,000 L/T 

MSTS nucleus fleet: miles 
See CRG | I i sg wegirtaheeriinben corset stag cates $1. 20 
Privately owned voyage-chartered tankers____.-.____--_---_____--______ 2. 42 


The Cnainman. Admiral, I am just asking this for information. 
Does MSTS give an estimated cost of transportation or how do you 
arrive at that $1.20 figure ? 

Admiral Denrprink. That is based upon the actual figures, sir. 

The Cuarrman. Actual cost of operation ? 

Admiral DeNEprInkK. Yes, sir. 

The CHarrman. All operations of MSTS? 

4 Admi ‘al Deneprink. All operating costs of the vessel in our nucleus 
eet ¢ 


ht nate 
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The Cuarman. Does that include administrative costs? 

Admiral Denreprink. That includes administrative costs; yes, sir. 

The CuarrmMan. And you mean to say here that MSTS can haul 
petroluem products half as cheap as private tankers? 

Admiral Denesrinx. I would remind you, sir, that this is only for 
this particular 3-month period. 

The Cuarrman. Oh. 

Admiral Denresrink. And I would be = first to candidly tell you 
that this is an exaggerated case, but it is the difficulties which we get 
in, sir, which cause us the trouble. Normally, and for many years 
past, it must be said to you in all honesty, that our figures have been 
much closer. Our own tankers can be operated at approximately 
USMC minus 17 percent. However, I have before me some statistics 
which I am sure will clarify the point that you have raised. 

The CHatrmMan. The only reason I asked it and I ask it in all seri- 
ousness, it would be somewhat startling to me—these figures may be 
for the 3-month period ? 

Admiral Denrprink. That is right, that was so stated. 

The CHarrmMan. But if MSTS could handle these petroleum prod- 
ucts almost half as cheap as private tankers, that would be somewhat 
a startling statement to me. 

Admiral Deneprink. That is right, sir, and perhaps if I make a few 
more figures it will 

The Carman. Because in your financial and statistical report 
you show the cost of contract tankers to have been $1.73 instead of 
$1.25, in fiscal 1954 and $2.11 in fiscal 1955. That is in your own 
financial report. 

Admiral Denesrtnk. Well, I would have to—I am working this 
out, the figures that I have 

The Cuatrman. Now, I realize this is a 3-month, maybe unusual 
situation. 

Admiral Denrprink. That is right, sir. 

The CuatrmMan. But I think we ought to put this in perspective. If 
you can operate MSTS tankers at half the cost of private tankers, 
I think all of us would like to know just what you do, because I 
think some of the shipping people here would take a leaf out of your 
book. 

Admiral Deneprtnk. Well, if I may make these additional statis- 
tics I think it would throw it in greater 

The Cuatrman. You have your financial report, I think, in part 
of your statement. 

Admiral Drenerrink. That is right, sir. 

The Cuatrman. I think in your exhibits back here some place. 

Admiral Denrprinx. I have some more, sir. 

The Cuatrman. All right, go ahead. 

Admiral Denrprink. For example, and in order that we may get a 
broader perspective, Mr. Chairman, in fiscal 1953, when we began to 
charter private tankers in the open market, the average rate was 
maritime plus 1.9 percent. For all of fiscal 1954, the average rate for 
the chartering of private tankers, and there were 251 ships involved, 
was maritime minus 17.7 percent. 

81981—56 
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For fiscal 1955, when 267 ships were involved, the cost for chartering 
private tankers was maritime minus 15.4 yercent. 

For the fiscal year 1956 to date, and that includes the 9 months 
July through March, inclusive, and involved 169 ships to date, the 
average cost of chartering private tankers has been maritime plus 
20.5 percent. 

And this perspective includes the 3 months which I just reported 
upon when in January our rates were maritime plus 77 percent, 
February, maritime plus 71 percent, and March, maritime plus 58 
percent. 

The Cuarrman. Well, that puts it in a different perspective than 
the $2.42. 

Admiral DeENEBRINK. That is correct, sir. 

The Cuarman. Continue. 

Admiral DeNesrink (continuing). It may be claimed that the short- 
age of tankers during recent months was unusual and the result of 
the extraordinary civilian demand created by the early and severe 
winter abroad. ‘The fact remains, nevertheless, that had it not been 
for the availability of the MSTS nucleus tankers, the movement of 
military POL requirements for our world-wide installations would 
have been critically jeopardized. It should be remarked, also, that 
as of March 1, i956, there was not a single privately owned tanker in 
lay-up to be made available for charter to MSTS in the event of sud- 
den demand. 

American-flag dry cargo ships for voyage or time charter are also 
in apparent short supply- 

The CuarrmMan. Let’s not begin with tankers there. I think all 
of us appreciate that tanker tonnage is tight. It has been tight for 
a long time. Congress passed a bill, as you recall very well, I think 
almost 2 years ago, , authori izing the Nav y to go ahead with 20 tankers. 
At the time it was passed the justification for the bill was that this 
was—and I quote exactly what the Navy said—No. 1 priority. This 
is 214 years ago and you just let the contracts here about 2 months 
ago. 

This was No. 1, all the statements on the floor, all the testimony 
that this was the most necessary, No. 1 priority of the Navy. And yet 
you waited 214 years before you even let a contract. 

Admiral Denesrink. That is correct, Mr. Chairman 

The Cuamman. You went ahead with the five earlier, but the five 
on the Government 

Admiral Denesrink. I have a complete statement with regard to 
the tankers. 

The Cuarrman. I think we all agree that tanker tonnage is tight, it 
has been tight. 

Admiral Denesrink. That is correct, sir, and I think—— 

The Cuatmrman. I don’t think we should arrive at the ultimate prem- 
ise that we should have laid-up tankers available for MSTS or any- 
body else as long as they can be used. 

Admiral Denrprrnk. I think that my statement which I have pre- 
pared in response to your request for information with regard to the 
so-called tanker bill will be—— 

The Cuairman. I would think, I don’t know, you may not agree 
with me, if there is going to be a laid-up tanker fleet, surely, for the 
purposes which I think you rightly evaluated, it should be at the 
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expense of the Government and surely no private shipping operator 
would want to be in the laid-up tanker business. Would you agree 
with me on that ? 

Admiral Denresrink. Well, I am sure that the American shipping 
operator would not want to be in the laid-up tanker business. 

The Cuarrman. No reason to go into business to lay up the ships. 
But here you have been 214, almost 21% years on this tanker situation 
and I think you rightly complain about the price that you had to pay 
for these 3 months. And yet, we have been trying to get those 15 
tankers built for over 2 years and I don’t even know now when they 
are going to be started. Do you? 

Admiral Deneprink. I think my statement which I have prepared 
will take care of that, sir. 

The Cuatrman. All right. Continue. 

I merely pose this thing out loud, if this condition that you say 
exists it might be mainly the cause of the fact we did not go ahead 
and I don’t know why we didn’t go ahead. Congress gave you the 
authority and gave you the money. 

Admiral Deneprink. I think my statement will bie ify the situa- 
tion, sir. 

The Cuatrman. All right. 

Admiral Drenesrink. Ameri ican-flag dry cargo ships for voyage 
or time charter are also in apparent short supply and the rates 
demanded for those available have reached new high levels. To meet 
a requirement 

The Cuatrman, I think you will agree with me, Admiral, I do 
have a little knowledge of the situation that some of the private 
tanker operators have been taking advantage of the situation. 

Go ahead. 

Admiral Denrsrtnx. To meet a requirement to move seven cargoes 
of coal from the United States west coast to Korea between March 13 
and April 9, 1956, MSTS issued an invitation on March 1, 1956, for 
offers of either voyage or time charters. Nota single ship was offered 
for voyage charter. Of the 12 ships—including 11 Libertys and 1 
C-2—offered for time charter, not 1 could be made available before 
the end of April, at the earliest. 

The rates named for the Liberty ships ranged from $1,950 to $2,500 
per day and the average was $2,143 ; 

Senator Durr. May I interrupt to ask a question? What would be 
the cost of the ships that were rented for that price ? 

Admiral Deneprinx. I think we will come to that, sir, if you don’t 
mind, 

Senator Durr. All right, sir. 

Admiral DernesrinK (continuing). For minimum periods of 6 
months to 1 year. 

At the recent hearings on the “50/50” legislation before the House 
Merchant Marine and Fisheries Committee, the President of the 
American Tramp Shipowners’ Association testified that the present 
cost of operating an American-flag Liberty tramp ship averages 
$44,000 per month, or $1,467 per day. In view of this testimony, the 
fairness or reasonableness of rates quoted in excess of $1,800/$1,900 
per day on this type of ship for such extended periods, may be 
seriously questioned. 
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The Cuarrman. Well, I will explore that later. I think the coal 
situation is somewhat like the tanker situation for 3 months, a little 
bit unusual, and the reason we passed the bill for the coal situation 
is to relieve unemployment in the coal areas of the country. I don’t 
think it had a great deal to do with military requirements. 

Admiral Drenrsrink. My recollection of this particular incident, 
sir—— 

The Cuatrman. Although you people were directed to do what you 
could for its movement, but the coal situation is a little bit different. 
If I owned a Liberty ship I would be a little bit reluctant to be carry- 
ing coal, too; I would charge a little more. 

I don’t know what I would take back from Korea. Do you? 

Admiral Deneprink. Return cargo is very scant out there, sir. 

The Cuatrman. I think you are right about that, but I think, there 
again is a little bit of an unusual situation. 

Admiral Deneprtnxk. However, sir, I was chartering these ships on 
a time basis. 

The CuatrMan. Yes. 

Admiral Deneprink. So, they get paid the same amount of money 
whether they travel full or whether they are in ballast. 

The requirement in the proposed legislation that civilian personnel 
be transported by commercial vessels, when available, would result in 
the needless expenditure of Government funds. Recognizing that 
there are no American-flag commercial passenger ships configurated 
for the accommodation of troop movements, the bill would not restrict 
the movement of troops and their accompanying equipment on military 
transports. It is apparently not understood that the majority of the 
transports operated by MSTS, in addition to troop accommodations, 
are also fitted for the cabin accommodation of military dependents and 
civilian personnel of the Department of Defense. 

By the terms of the proposed legislation, however, notwithstanding 
there would be space available for dependents and civilian personnel 
on the same transports carrying the troops, these accommodations 
would not be utilized if commercial passenger space were available at 
the time. Aside from the matter of unwarranted expense, this would 
deny dependents the privilege of accompanying the Service principal 
when being transferred abroad. It would mean wives with small chil- 
dren landing unescorted on foreign shores and left to their own devices 
in seeking living accommodations, handling their baggage and re- 
solving the countless other problems incident to relocating in strange 
surroundings. 

When considering the movement of military dependents and civilian 
personnel of the Department of Defense, it should be realized that 
within the currently active United States-flag merchant fleet, there 
is an estimated total passenger cabin capability of approximately 
11,715. This includes services worldwide, many of which are to areas 
where there is no military movement, such as South America and 
south and east Africa. 

During fiscal year 1954, of dependents alone 

The CuarrMan. Do we have a military movement to south Africa? 

Admiral Denrsrtnk. No, sir; we do not. But therefore, on Amer- 
ican passenger ships that travel there, we would not be able to avail 
ourselves of that service. 
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The CuarrMan. Do we have military movements to South America ? 

Admiral Drenreprink. We have some military missions to South 
America, but very limited, very limited. 

The CuarrmMan. Well, what missions do we have to South America ? 

Admiral Deneprink. Well, we have military missions to Brazil, 
Argentina, Ecuador. 

The Cuarrman. Those are high-level missions, and they fly, don’t 
they, most of them ? 

Admiral Denesrink. A very trivial and minute demand. 

The Cuairman. Why, of course, there won't be 1 out of 50 that 
would take a ship down there. 

Admiral Denresrink. Well, you are concurring in my statement, 
Senator. 

The Cuarrman. Yes. 

Admiral Deneprink. During fiscal year 1954, of the dependents 
alone, MSTS transported an average of more than 14,000 per month. 
In addition, civilian personnel of the Department of Defense, United 
States military officers, United Nations military personnel and others 
traveling cabin class, averaged more than 6,000 per month. 

The Cuatrman, I just wanted to be clear there and this won’t be 
any suggestion of yours, but does the Defense Department allow 
civilian personnel or suggest or direct civilian personnel to travel 
on MSTS? 

Admiral DeNEBRINK. Civilian personnel in limited numbers. 

The Cuarrman. I mean this won’t be any of your doing, it would 
be an order of the Defense Department. 

Admiral Denrsrinn. I am glad you asked me that, sir, because I 
have nothing to do with who travels or what is carried on my ships. 

The Cuarrman. Of course, you haven’t, you just man the ships. 

Admiral Denrprin«. I operate the ships and the Army, Navy and 
Air Force give me the passenger list and I carry them. 

The Cuatrman. Well, I think the committee would be interested in 
just who is allowed to travel on Government ships and what they pay, 
if anything? 

Admiral Denrprink. Well, I have a chart here, sir, that shows. 

The Cuarrman. Oh, you do. 

Admiral DenEeprink. That shows the passenger traffic broken down. 

The Cuarrman. United Nations travel on MSTS? 

Admiral Denrprink. Yes, sir, if you will remember during Korea 
various nations contributed troops in the fighting in Korea and the 
movement—— 

The CuHatrmMan. I see. Iam wrong there. Iam looking at the bot- 
tom of the page. You have United Nations and then you limit it to 
military personnel. I see. You have a chart as to that, you say? 

Admiral Denrsrink. I have one that we will come to very quickly, 
sir. 

The Cuarrman. Where is that chart? 

Admiral Deneprink. It is about 10 pages down, P1-5. It is headed 
“MSTS Passenger Traffic, Passengers Listed During Fiscal Year 
1955.” 

The CuarrmMan. Well, I know the number, but I am wondering about 
the class of passengers. 
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I think maybe we could clear this up. Here you have it right here. 
Who can get aboard a MSTS ship? Maybe that would clarify it. 

Admiral Denerrink. Well, the people who can get aboard an 
MSTS ship are those which are sponsored by the Army, Navy, and 
Air Force and from my intimate knowledge of the people that I 
carry, they are principally the officers and troops who move outside of 
our country in obedience to orders and those are shown on this chart, 
sir, as space requirement. 

The Cuairman. You are confined to the Department of Defense 
lists that they make available—I mean the lists they make available for 
use of MSTS ? 

Admiral Deneprink. Yes, sir, if you will notice out of our total 
passenger lift of fiscal 1955 of one million six-hundred-odd thousand, 
1,627,000 were traveling under orders. That is the meaning of space 
requirement. Of these, we had 249,000 that were traveling cabin class 
and of those 249,000, 65,000 of them were military personnel, that is 
officers and enlisted men traveling with their families in the cabin 
spaces, 

Admiral Deneprrnk. Yes, sir. 

The CuarrmMan. That is broken down by dependents 173,000 and 
military 65,000. 

Admiral Denrprink. The military were 65,000. That would be the 
oflicers and enlisted men traveling with the families. The dependents 
would be 173,000 which would be the wives and the children. 

The CHatmrMan. Yes, there would be more dependents than the 
actual military men involved ? 

Admiral Denreprink. That is right, then the otherwise 10,978 
would be people from other Federal agencies. They might be civil- 
service employees traveling under orders, they might be 

The Carman. Are civil-service employees allowed to take MSTS ? 

Admiral Deneprink. If they are certificated by the service; yes, sir. 

The Cuarrman. But that would be, as I understand it, the civil- 
service employees of the military ? 

Admiral Denesrink. That is correct, sir. 

The CHarrman. It wouldn’t be civil-service employees of other 
departments ? 

Admiral Dreneprinx. It might possibly be civil-service employees 
of the Department of State if the Department of State placed a de- 
mand upon the Department of Defense. 

The Cuarrman. But they would have to be cleared, as I understand 
it, with the Department of Defense ? 

Admiral Denrsrrnx. That is correct. Also, we have certain mili- 
tary contracts for construction that require the movement of cer- 
tain contract employees which would go. 

The Cuamman. Those would be in remote areas, would they not? 

Admiral Denrprink. Well, they might be to any area that our 
ships travel to. 

The CuarrMan. Well, would they be to an area that would be nor- 
mally serviced by a private line ? 

Admiral Denesrink. That could very well be; yes, sir. These 
people, the military contractor has a contract with the Department 
of Defense or one of the military services to do some military con- 
struction abroad and he could arrange 
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The Cuatrman. Well, let’s take Hawaii as an example. If a fellow 
made a contract to do some construction work in Hawaii, could be 
send his employees on MSTS ? 

Admiral Deneprink. He could, if he got the authority of 

The Cuatrman. Defense Department. 

Admiral Denrprink. Of the Defense Department. 

The CHatrman. And what would you charge him? 

Admiral Deneprink. We have a regular scale of tariffs for the 
movement of our passengers just like a company such as the United 
States Lines or the American 

The CHatrman. How would that compare with regular passenger 
tariffs? 

Admiral Denresrink. I would say that our passenger rates in the 
Military Sea Transportation Service are considerably less than the 
commercial rates. 

The Cuarrman. What about going to Alaska? Would you charge 
less or more than the normal passenger rate to Alaska ? 

Admiral Deneprink. Well, Senator, I don’t think we have any 
commercial-passenger movement to Alaska. 

The Cuatrman. We don’t have it in the wintertime. We have it in 
season, it just was abandoned last year because everybody was going 
on MSTS. That is why I want to know the difference. 

Admiral Deneprink. Actually, sir, if you will remember, the great 
change for the civilian movement has not been to MSTS because we 
don’t move them, it has been to the air service, as you well know. 

The Cuamman. Well, you move passengers to Alaska. What I 
am trying to find out is what would be the difference in the price of a 
given individual going from Seattle to Alaska over MSTS as against 
the regular passenger service, if and when it operates ? 

Would it be less or more? 

Admiral Denrprtnk. It would be less, sir. 

The CuHarrman. It would be less. Would it be 10 percent, 20 per- 
cent, or one-half? 

Admiral Denesrtnk. Well, I regret that I have a lot of informa- 
tion here for you, but I did not anticipate in that, and I will furnish 
it for the record with your permission, but it is considerably less. 

The Cuarrman. What I am trying to say, this is not any of your 
doing, you have to be available to those who are assigned to come 
aboard your ships. 

Admiral Denesrinx. That is right, sir. 

The CHarrmMan. But what I am saying is that if, say, the Alaskan 
Steamship was lying on this dock and the MSTS vessel was lying on 
this dock and there was a defense worker, he would hs ave to pay more 
if he got on the private line than he would on MSTS. Is that a fair 
statement ? 

Admiral Deneprtnx. Well, I think the fair statement is that the 
Government would have to pay more if he got on the private ship 
because 

The Cuatrman. Well, let’s take a contract worker. 

Admiral Denesrtnk. But the Government is going to pay that con- 
tract worker his transportation costs wherever it 1s outside of the 
country. 

The CHarrman. Well, the Government pays the contractor and the 
contractor pays it, is the same thing. 
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Admiral Denesrink. That is right; like some other things it gen- 
erally comes out of the Government. 

The Cuarrman. Yes; everything. But anyway, generally speak- 
ing, your rates for the passengers, that you are told to accommodate 
or directed to accommodate, are much less than comparable private 
accommodations ? 

Admiral Deneprrnx. That is correct, sir. 

The Crairman. So that if there were passenger space available— 
and I appreciate there is a shortage of passenger space in our merchant 
marine—if it were available for those that are eligible to go to MSTS, 
there would be no reason for them to take a private line, because the 
private lines couldn’t compete with you. 

Admiral Deneprink. It should be borne in mind, and this is very 
important, is that I have no option. The Government is trying to 

The Cuarrman. I am saying for those that they say are eligible to 
come abroad your ships as against a private ship operating on the 

same route, the same trade, you are cheaper and, therefore, they 
couldn't compete with you; could they? 

Admiral Denesrink. Well, they are ordered to come by my ships. 

The Carman. I say for those, it isn’t any of your doing, the De- 
partment of Defense says some people are eligible to come aboard 
your ship and for those that are our, I am saying, as against a 
private operator, operating on the same trade, the same route, they 
can’t compete with you at all in rates; can they@ 

Admiral Denrprink. They cannot; no, sir. 

The Cuarrman. Of course not. 

Admiral DeneBrink. This may further illuminate this business, 
sir. 

The Cuarrman. All right, continue. 

Admiral Denesrinx. And I think this is important, also, The total 
cabin-class capability under MSTS operation is sufficient to accom- 
modate only about 50 percent of the normal Department of Defense 
requirements for overseas transportation of dependents and civilian 
personnel. The balance is moved by 

The CHarrman. Based on what date? I mean our overseas per- 
sonnel; the numbers are very flexible. 

Admiral Deneprink. That estimate is my estimate of the current 
situation. 

The CHarrMan. I mean, as of, say last year or so? 

Admiral Deneprinx. I would say it is as of now, sir. 

The Cuamman. For instance, in the Far East we don’t have as many 
military personnel as we did 2 years ago. 

Admiral Denrerink. That is correct, sir, and the same thing that 
bothers you bothered me for a long while, because when I got into 
this thing I found out that the number of dependents who travel 
and Tam ‘speaking now only of dependents—the number of dependents 
that travel are not proportionate to the number of troops overseas. 

For example, in Korea, a lot of troops went over there but their 
dependents were not allowed to accompany them. 

The Cuarrman. That is right, and I suppose there would be more 
that would go to Europe of dependents as compared to military per- 
sonnel than there would be to the Far East. 

Admiral Denrsrinx. That is correct, sir. 
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The Cuarrman. Even if they were allowed to go to the Far East, 
many of them don’t care to go to Korea. 

Admiral Denresrinx. W ell, the dependents of troops and officers 
engaged in fighting in Korea were not allowed to go, so a reduction 
in the troop movement 

The Cuatrman. And they just recently have allowed them to go 
into Japan? 

Admiral Deneprtnk. They have been allowed to go to Japan in 
varying degrees, but I think it is interesting that MSTS with its 
current capability to move dependents is only able to move 50 percent 
of the dependents which must travel. The balance is moved by 
commercial airlift and commercial shipping lines, the preponderance 
moving by air. 

American-flag commercial passenger space available—and I think 
this will be of interest to you, sir—American-flag commercial pas- 
senger space available to the Department of Defense in the Pacific 
is meager, at best. MSTS has a contract in effect with the American 
President Lines for an av erage of 50 first-class spaces per month, in 
each direction, between San Francisco and Yokohama and with the 
Matson Line for an average of 40 spaces per month between San 
Francisco and Honolulu. To Alaska there is no commercial-passen- 
ger service now in operation. 

The Cuarrman. That is during the winter months. They will put 
some in operation this summer, I think. 

Admiral Denrprtnk. Well, I was not aware that they had com- 
mercial- passenger space in Alaska service. 

The CHarrMan. I think they are going to try and accomodate some 
passengers, but they had to close down. 

Admiral Deneprink. That is right, sir. 

The Cuatrman. I think that leads me, maybe, to what has bothered 
me. There are people that go by boat to Alaska, quite a few, and here 
was a private line furnishing passenger service and it had to fold up, 
and yet MSTS was taking a lot of assengers to Alaska. 

Admsirel DeENEBRINK. ‘Yes, sir, but if: you will remember, Senator, 
the Alaska Steamship—— 

The CuatrmMaAn. That might be exhibit A of what I think we are 
trying to arrive at here. 

Admiral Denrpsrink. Yes, sir. 

The Cuatrman. If those same passengers that you had taken on 
MSTS—now maybe it wasn’t feasible to take them on this private 
line—but if MSTS had not been operating, maybe the private line 
would still be having passenger service. 

Now, I must be fair with you. They testified that that may not 
have made the difference. 

Admiral Deneprtnk. Well, actually, Senator, they testified to the 
effect that if they traveled full and down from Seattle to Alaska they 
would still not be able to carry on their passenger service. 

The Cuarrman. I think the air competition has added to this, but 
nevertheless here is a private line that went out of the passenger busi- 
ness and the Government line still is carrying passengers to. Alaska. 

Admiral Denrermx. Yes, sir, but I still would remind you, sir, 
that the private line agreed that if they traveled with maximum ca- 
pacity of private passengers, they would still have to go out of the 
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passenger business, so in effect we were not putting them out of the 
passenger business. 

The Cuamman. No, you were not the sole cause, but you helped. 

Admiral Denesrink. W ell, as a matter of fact, sir, we contribute 

very well tothe Alaska Steam in our cargo. 

The Cuamman. Yes, and I think maybe Alaska isn’t the good typ- 
ical example, but-——— 

Admiral Denesrinx. I would certainly agree with you, sir. 

The Cuamman. But I do think that getting down to another basic 
thing here about passengers, I think anyone “that is going to invest 
their private capital into a construction of a passenger “ship must 
base that upon the estimate of the number of passengers, project them- 
selves the number of passengers that may be available in a given trade 
or a given route. To deduct from that estimate the number of passen- 
gers that will be going MSTS, may be the diflerence of whether or 
not the American merchant marine goes ahead and builds passenger 
ships. Would that be a fair statement ? 

Admiral Denrprink. I don’t believe I could agree with you there, 
sir, because the military passengers have never traveled in great num- 
bers in private ships since the Army Transport Service was founded 
after the Spanish-American War. 

The Cuatrman. I didn’t know they had been going that long. 

Admiral Deneprink. Yes, sir. Why, they had the first congres- 
sional investigation of them in 1903. [Laughter. ] 

The Cuairman. And we are still going now. 

‘They are out of business, are they not ? 

Admiral Deneprinx. The Army Transport Service 

The Cuarrman. It is practic ally out of business ? 

Admiral Denreprink. Well, sir, I am certain that they are com- 
pletely out of business, because 

The CuarrMan. Well, they have got a couple around now, but you 
have taken over where they ended up? 

Admiral Denrsrink. The establishment of MSTS on October 1, 
1949, was to merge two old established military shipping companies. 

The Cuarrman. We have got a couple or three yet, technically, 
running to the Panama Canal? 

Admiral Deneprink. Well, they are not military—— 

The CuarrmMan. No, but military will ride it and they are under the 
Army, technically. 

Admiral Deneprink. Yes, sir, but they are not the naval transport. 

The Cuarman. But you have taken over. 

Admiral Denreprink. We have taken over from the Army Trans- 
port Service and the Naval Transportation Service which was formed 
after World War I. 

The Cuatrrman. But the point I am trying to make is that if I am 
going to go out and build a passenger ship and I must project how 
many av ailable passengers may there be in the area I am going to 
operate—suppose I estimate there are 100,000 people going to travel 
the seas in that area. Then I take a look ¢ and I find that 50,000 of those 
potential passengers are traveling MSTS. That might deter me from 
going ahead with any plans to enlarge my passenger fleet, would it 
not ? 

Admiral Denresrink. Well, I think it is not a simple yes and no 
answer, Senator, for the simple reason that our military deployments 
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overseas vary geographically. They vary as to numbers, and it would 
seem to me that the commercial passenger companies must, per se, 
travel along fixed trade routes and they have never accommodated 
troops, so it would seem to me that the commercial shipping company 
interested in carrying passengers is confronted at the present time 
with a high level of passenger utilization. 

I think the steamship United States during its operations last 
year operated at 96 percent of capacity. 

The CHarrman. Year around? 

Admiral Deneprink. The year around, yes, sir. The ships of the 
American President Line are operating at a high degree of utilization. 

The Ciaran. That is their passenger space? 

Admiral Denesrink. Yes, sir. The problem is not a simple one and 
also they are confronted with the specter of increased air competition. 

Senator Durr. Admiral, isn’t the substance and nub of the whole 
question the fact that the variability of the demands of the Govern- 
ment in different places and irregular routes makessit impossible for 
commercial lines to run in the service? 

Admiral Deneprink. That is my philosophy in this system. 

The Ciarrman. And there are places where under no circumstances 
would the private lines want to go or be able to go. But I think what 
we are trying to arrive at is some kind of a balance. 

Now, where in the world do you take dependents that a private 
line does not operate? Is that a fair question ¢ 

Admiral Denrpringk. That is a fair question and I would say that 
normally our dependents travel to ports in Europe which are serviced 
by commercial lines such as the American Export Line and the United 
States Lines. 

The Cuairman. Well, is there any place in the world where depend- 
ents are allowed or do go that a private line does not operate ? 

Admiral Deneprink. The number would be insignificant. 

The Caairman. Insignificant ? 

Admiral Denesrink. But I would say that there probably are a 
few places, for example 

The Cuarrman. But they would be rare? 

Admiral Denesrin«k. It would be minutia. For example, I know a 
place in the southern tip of Greenland where they have dependents. 
There is an island out in the Pacific called Kwajalein where we take 
them. 

The Cuarrman. Yes. I have been there. 

Admiral Denreprink. That is minutia. 

The Cuatrman. I don’t like to remember the day I was there, but 
I have been there. 

Admiral Denesrinx. Well, it is not a very attractive spot. But 
actually the question of cost comes into this thing, to the Government. 
The question of cost, because we move the dependents in the same 
ships that we move the troops and the cost to the Government of 
operating these troop transports is much cheaper than the cost of 
operating commercial vessels. 

The Cuatrman. I think you and I could write a book on both sides 
about the cost to the Government on this. The cost of the Govern- 
ment keeping the merchant marine is the same thing. When you dip 
into their possibility of operating, why then we have got to dip into 
the Treasury to subsidize them and keep them going. 
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Admiral Denrsrink. That is right. This is a big problem, Sen- 
ator, as you know. 

The CHarrman. Yes, but the only thing I am saying is we will 
never know what the potentialities, economic potentialities, of carry- 
ing passengers on routes that are served by private lines are until they 
are assured, in my opinion, of being able to tap the passenger poten- 
tial. Now, I am not talking about troops, but I am talking about 
civilians. 

Admiral Denesrink. Well, actually, sir, in 1955 we only carried 
10,000 civilians. 

The Cuarrman. And how many dependents? 

Admiral Denrertnx. The dependents, we carried a great many. 
We carried 173,000 dependents. 

The Cuatrman. And 10,000 civilians. That would be 183,000 peo- 
ple traveling that anyone in the shipping business would say, well, 
here is a potential; I might be able to risk my capital to build a pas- 
senger ship, but here is 183,000 people I am never going to get. 

Admiral Denesrink. However, sir, he is going to build a ship that 
is going to have 20, 25 years’ life. 

The Cuamman. And you haul them cheaper, but supposing he 
builds it and he doesn’t get those 183,000; he comes in with his opera- 
tional differential subsidy cost, we pay it out anyway, so what differ- 
ence does it make? 

Admiral Deneprin«. He is building that ship not on the basis that 
he is going to carry military passengers. 

The CuHarrMan. I am not talking about military passengers. I am 
talking about dependents. 

Admiral Denesrink. The rise and fall 

The Cuarrman. And State Department officials and contract em- 
ployees, not troop movement. I understand that nobody would want 
that, or nobody could; you people have to do that, but I don’t know 
where you draw the line. I mean, I am no expert on this, but I do know 
that the more MSTS is allowed to dip into that passenger potential 
the less incentive it is going to be for any shippers to build a passenger 
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And if they do build it and run on a subsidy, the less money they 
make, the more we will have to pay, so it comes out of one pocket 
and instead of appropriating it to you, we appropriate it to them. 

Admiral Deneprink. Well, I do not 

The Cuatmrman. And in the meantime, we stifle what I think the 
Hoover Commission rightly says is the incentive for private enterprise, 
and let’s take passenger ships. 

Admiral DeneBrink. Well, I do not agree with you, Senator, be- 
cause I do not believe that the transportation of troops or 
dependents 

The Cuarrman. I am not talking about troops. 

Admiral Deneprinx. The transportation of dependents is a mat- 
ter which any private commercial operator wold look to as a con- 
sistent source of income. 

The Cuatrman. I agree with you, he wouldn’t look to it as a con- 
sistent source, but he would look to it as part of a passenger water 
transportation movement. 

Admiral Denesrinx. Our—I think basically the problem from 
the point of view of the Government and the Department of Defense 
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is this: Our transports are so built internally that they can take both 
troops and families. 

The CHarrman. Yes. 

Admiral Dennepringk. And that has been arrived at on the basis of 
economy and. efficiency of operation. So if we move the troops we 
move the families. If we were to be directed not to move any de- 
pendents 

The CuarrMan. Let’s take a troop movement. How many depend- 
ents would there be in relation to the number of troops aboard? Your 
troopships would have a lot of men aboard; now, how many depend- 
ents would be aboard of the same group / 

Admiral Denrprink. Our dependents 

The Cuarmman. ‘They usually follow afterward, don’t they? They 
have a troop movement, and all those troops don’t have their depend- 
ents on the upper deck ? 

Admiral Denesrink. Well, actually, sir, there is a new innova- 
tion 

The Cuatrman. Some of the officers may ? 

Admiral Denesrink. No, sir, there is an innovation in the move- 
ment of Army troops which is known as Operation Gyroscope, in 
which there is 

The CHarrMan. Well, isn’t it true that less than 10 percent of the 
dependents that move, move together with the troops or the service- 
men when they move? 

Admiral Denrsrink. I am unable to give the figure, but I would 
say that by and large there is a large troop movement that is not 
involved in any dependent movement. 

The CHarrMan,. | am talking about the dependents that travel with 
the troops or officers. Isn’t it true that less than 10 percent travel 
together ? 

Admiral Deneprink. I am unable to give you that figure. 

The Cuarrman. I will give it to you. It is less than 10 percent, 
es. 

Admiral Denrsrink. I am unable to give you that figure. 

The Cuarrman. Usually, over 90 percent of the dependents follow 
later on, or coming and going they are not together with the troops 
or the officers when they move. 

Admiral Denesrink. Well, actually, in this Gyroscope movement 
which has been started here within the last year 

The CuHarrman. I don’t know what a Gyroscope movement is; I 
know a gyroscope. 

Admiral DeNEBRINK. That is a code name. It is a procedure put 
in by the Army where they start out troops and their dependents in 
a mass movement to an overseas destination. Upon their arrival the 
troops and dependents of the outfit which they are replacing comes 
back on the same ships that went over. So that is a new innovation 
in Army troop exchange. 

If I may proceed here and go into the Atlantic, sir. 

The CHarman. Yes. 

Admiral Deneprinx. In the Atlantic, while the availability of com- 
mercial passenger space is greater than in the Pacific, it is sufficient 
to accommodate regularly only a fraction of the excess requirements 
beyond the MSTS capability. 
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Under contracts with the United States Lines and American Export 
Lines, MSTS has utilized, during the past year, an average of about 
1,425 spaces per month. The extent of this availability, however, 
fluctuates with the seasonal movement of commercial travel. 

The concept of maintaining military control of logistic support to 
United States military forces overseas is firmly rooted in history. 
The United States has operated some form of military sea transporta- 
tion since ships were chartered for this purpose during the Mexican 
and Spanish-American Wars. 

Early in 1903 the Congress took note of the untenable and dan- 
generous position in which the Nation would be placed if the military 
operation of ships for military support was discontinued, and en- 
acted a statute providing that “no action looking to discontinuance 
of the transport service shall be taken without further action of 
Congress.” It is needless to remark upon the greatly widened scope 
and ‘complexities of our international commitments since 1903. 

W a our country was plunged into World War II, the Army and 
the Navy were operating individual ocean shipping services—the 
Army Transport Service and the Naval Transportation Service. 

Although, obviously, it was never officially intended, these 2 services 
were, in many instances, carrying the same types of lift over the same 
routes and calling at the same ports, much like 2 rival steamship lines. 

After World War II, the belief persisted that something could and 
should be done to provide more centralized and uniform control of 
the ships assigned to the military departments. 

In May 1946, before the passage of the unification legislation, the 
Joint Chiefs of Staff directed that a study of the problem be made. 
This was the first of a series of studies which ultimately evolved into 
the establishment of the Military Sea Transportation Service. 

The Cuarrman. Admiral, I don’t think any of us would suggest 
that this type of service be abolished, and I would think conditions 
would require that it probably never should be abolished. 

I think you understand what we are trying to do is to arrive at some 
kind of a happy medium where you don’t dip into what might be 
logically cargo or passengers available to private service. We are 
doing this so we can keep an adequate merchant marine, which is just 

as import: unt as your operation in the defense of the country. 

I think that is all we are trying to achieve. 

Admiral Denesprink. That is why I am very happy at being given 
this opportunity. 

The CHatrrmMan. You and I have discussed this many, many times. 

Admiral Drenesrtnx. That is right. 

The Cuarrman. And I have said on many occasions, and I think 
you have agreed with me, that if you don’t watch this, the Government 
operation gets bigger and you—lI don’t say that you have lent yourself 
to that ; sometimes directives require that you get bigger and dip into 
the private—but we have the duty, too, to keep a pe merchant 
marine alive, and we have got to use every available means that we 
know to keep it alive. By law, we say that it shall be alive and if it 
isn’t we will subsidize it. 

I think we could argue the question of cost until doomsday. 

I don’t suppose anybody can break these down, but I would like to 
see the overall cost between a comparable ship of MSTS and a private 
operation per ship. 
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I don’t know any act that could break that down. Nobody can give 
you that answer, but I am sure that you try and operate efficiently 
and economically, and I am sure they do. They have to, they have 
to make a profit. You don’t have to show the + ccna a profit; 
you have to show efficiency and economy, and I think that is what we 
are trying; and I appreciate the history of this, but sure, we have got 
to keep MSTS alive. 

I remember after the war once when the number of ships in the 
Army, shipwise, were equal to the American merchant marine opera- 
tion. Shipwise equal. 

Admiral Dreneprink. Well, I wonder if I may say, sir, at this 
point 

The CHarrMan. Yes, you go right ahead. 

Admiral Denesrinx. That I am so happy at this opportunity to 
give some of these facts and figures illuminated in these — because 
I think there has been a great 

The Cuarrman. I think we will take a 2-minute recess here. The 
reporter has got to have a little rest and then we will go on, because 
you have reached a point here in your statement where I think we 
can—we will take about a 5-minute recess. 

(Whereupon, a short recess was taken.) 

The Cuatrman. I think it would be better if we recessed until 10 
o’clock tomorrow, and we may be able to have the full day if we finish 
the Farm bill on the floor. 

We will recess until 10 o’clock tomorrow. 

(Whereupon, at 11:50 a. m., the subcommittee recessed, to reconvene 
at 10a. m., Friday, March 16, 1956.) 
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SATURDAY, MARCH 17, 1956 


Unirep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN CoMMERCE, 
SUBCOMMITTEE ON MercHant MarINE AND FISHERIES, 
Washington, D. C. 

The subcommittee met at 10:30 a. m., in room G—16, United States 
Capitol, Hon. Warren G. Magnuson (chairman of the committee), 
presiding. 

Present: Senator Magnuson (chairman). 


The Cuamman. The committee will come to order. 
Admiral, we will start where we left off on your statement. 


STATEMENT OF VICE ADM. FRANCIS C. DENEBRINK, USN, COM- 
MANDER, MILITARY SEAS TRANSPORTATION SERVICE, ACCOM- 
PANIED BY W. LYLE BULL, COMMERCIAL SHIPPING ADVISER, 
AND WILBUR L. MORSE, COUNSEL, MSTS 


Admiral Dreneprinx. If you will remember, Mr. Chairman, we 
ended at an appropriate place in our statement. The next matter 
on which I desire to give testimony to your committee is something 
that I am particularly happy to, because it is the first time since the 
spring of 1953 that we have had the opportunity to give cogent testi- 
mony with regard to the peacetime reduction in the Military Sea 
Tr: ansportat ion Service. 

The Cuamman. You left off at page 11, I believe. 

Admiral Denrprink. Yes, sir. 

For a more comprehensive understanding of the organization and 
operations of the Military Sea Transportation Service, a series of 
selected charts is presented for discussion. Reproductions of these 
charts accompany this statement. 

Admiral Drenreprink. The mission of MSTS, as briefly stated on 
the chart, consists basically of 3 elements: to provide sea transporta- 
tion for personnel and cargoes of the Department of Defense, to 
plan and negotiate for use of commercial shipping to augment the 
MSTS fleet as necessary, to plan for and be capable of expansion in 
time of war as directed. 

We have 40 establishments, worldwide, on G2. 

The Cramman. On these matters, for the record, I have a few 
questions to ask but I will let you go ahead and complete your state- 
ment and then go back to the various sections if that is agreeable 
to you. 
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Admiral Denrerrink. Thank you. That will be helpful to me. 

Chart G2, command organization. Below the headquarters at 
Washington, the command structure is comprised of 4 major area 
commands located at New York, San Francisco, London, and Yoko- 
suka, The areas are subdivided into subarea commands and offices 
established at worldwide locations according to the volume and regu- 
larity of military movements. 

Admiral Denesrink. G6 is one of the most important charts I 
have and presents the sum of the salient parts of the memorandum 
of agreement between the Department of Defense and the Department 
of Commerce. 

The Cuarrman. You haven’t skipped over your chain of command, 
have you? I want all of these to go in the record as they are. 

Admiral Denerrink. I am very happy to do that. 

With regard to the chain of command, chart G2, you will notice 
that the headquarters are in Washington, and the commander of 
MSTS is a fleet commander of the naval operating forces of the 
United States Navy. And the Navy Department looks upon this as-a 
military organization. 

The CHarrman. I only interrupt to clear the record. The com- 
manders are all naval Mg aren’t they / 

Admiral Denrprink. That is correct, sir. 

The CHarrman. I tid to get this straight because a lot of people 
are confused about this. You have the naval organization in the 
command ¢ 

Admiral Deneprink. Yes, sir. 

The Cuamman. They are naval officers. Then you have the civil- 
ian forces in these various areas, which are C ivil Service, such as 
civilian employees of the Navy? 

Admiral Denesrinx. That is correct, sir. 

The Crarman. And then aboard ship, what is the character of 
the personnel ? 

Admiral Denrsrink. The character of the personnel aboard ship 
is very mixed. We have, as I will show in some charts 

The Cuatrman. If you have that further on, excuse me. 

Admiral Denesrink. If we may continue with the command or- 
ganization: I have 4 rear admirals in command of 4 global areas, 
with headquarters in London, New York, San Francisco, and Yoko- 
suka, Japan. I have four subordinate area commanders. And I 
have small offices to bring the total of my shoreside organization to 40. 

The Cratrman. You have a rear admiral in command of the Pacific 
area at San Francisco? 

Admiral Denrsrink. That is correct. 

The CuarrmMan. Then you have a subordinate commander of North 
Pacific in Seattle? 

Admiral Denesrink. That is correct. And he is a captain. 

The Cuatrman, And he includes the Alaska and Portland area? 

Admiral Denreprirnk. Yes, sir. He has Alaska and Portland. 

The CHatrmMan. Then the San Francisco area has a subordinate 
command at Long Beach, Guam, and Honolulu ? 

Admiral DenEeBRINK. We call them offices, sir. 

With regard to the next chart I think it is very important that we 
go into this in some measure. When the Military Sea Transportation 
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(Chart G2 is as follows :) 
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Service was established in 1949, the Korean war came on us very 
quickly after that, in June 1950, and by 1951 it was very apparent 
that there must be some resolution of an apparent conflict between the 
American merchant marine and the Military Sea Transportation 
Service. Therefore, after great deliberation a memorandum of agree- 
ment was drawn up in August of 1951, and it was signed by” Mr, 
Lovett, Secretary of Defense, and Mr. Sawyer, the Secretary of 
Commerce. 

After 3 years, and a change of administration, this memorandum of 
agreement was revised in substantially the same form as the basic 
agreement of 1951, and it was signed by Mr. Wilson, the Secretary of 
Defense, and Mr. Weeks, the Secretary of Commerce. 

This memorandum of agreement is a comprehensive document which 
sets forth the role of the Military Sea Transportation Service in peace 
and in war, and it defines the size of the nucleus fleet; it establishes 
the procedure by which the MSTS nucleus fleet is to be expanded in 
time of mobilization, and it very carefully delineates the relationshi 
between the American Merchant Marine and the Department of 
Defense. 

One of the major points of contact between the American merchant 
marine and the MSTS has to do with the employment by MSTS of the 
vessels of the American private merchant marine. ‘Therefore, we have 
made this chart up to indicate that relationship, and this chart reads: 
“As directed in the memorandum of agreement between the Depart- 
ment of Defense and the Department of Commerce, dated August 

1954, all merchant shipping capability required in addition to that 
etd by the MSTS nucleus fleet will be obtained consistent with 
military requirements and prudent management in the following order 
of priority: First, the maximum utilization of available United States- 
flag berth space.’ 

And of course, sir, you are familiar with the meaning of the term 
“berth space.” Those berth liners are the hard core of our American 
private merchant marine and are so regarded by the MSTS. Now, if 
we cannot carry all of our cargoes 

The CHatrman. And then there is a marriage of government in- 
volved there, too. 

Admiral Denrsrtnx. That is correct, sir. 

The Cuarrman. On one hand the Government is subsidizing them 
and on the other hand they are paying you? 

Admiral Deneprinx. That is correct, sir. 

Now, if we cannot move everything that we need to move in our 
nucleus fleet, and in the berth vessels, we turn to the second priority, 
which is the time or voyage charter of suitable privately owned United 
States-flag merchant ships voluntarily made available by industry. 

This next sentence was added in this 1954 agreement : 

Such charters will be kept to a minimum necessary to meet the requirements 
which foresight indicates cannot be met by the United States-flag berth 
operators. 

I would interpolate there, sir, that this again focuses the im- 
portance upon our berth line operation. 

Now, if we cannot carry all of our business in the nucleus fleet and 
in the berth lines and in the time or voyage charter, we go to the 
third category, which is the shipping provided by the National Ship- 
ping Authority under general agency agreement. Those are Gov- 
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ernment-owned ships which the Department of Commerce, through 
the Maritime Administrator, and the National Shipping Authority, 
break out of mothballs, turn over to private operators, man with 
crews from the hiring halls, and they operate solely for MSTS 

The Cuatrman. Under general agency agreement ? 

Admiral Denrsrink. Under general agency agreement. And the 
operators get paid a per diem fee of $100 per day per ship for their 
overhead. 

Now, when we use all of those modes and we still have more busi- 
ness, we go to the fourth category and that is where United States-flag 
shipping is not available, MSTS may employ foreign-flag shipping to 
meet urgent military requirements. 

The Cuarrman. | don’t like to violate what I have suggested, but 
have you done that on any occasions? 

Armiral Denreprtink. We have done that on a few occasions. 

The CuatrmMan. They are few? 

Admiral Dreneprink. Very few. To show how few they are I 
could take only a second. 

During the Korean war we found that we did not have what we 
call heavy lift cargo ships where the vessels have lifting capability 
say to the tune of 150 ton booms or lifts. So we had to go to foreign 

flag to get those ships. Also, we currently have under charter a 
Mexican-fl: ag ship to carry wetbacks between Mexico and the United 
States, return them from the United States. 

The Cuamman. That is so they won’t have to swim the Rio Grande. 

Admiral Deneprink. Also, in our down-range program of the Air 
Force, where they have guided missile bases in the Caribbean area, we 

must land our cargo over the beach. We wish to use private vessels 
for this purpose but we need to use amphibious-type vessels. ‘The 
Coast Guard very properly will not certificate an amphibious-type 
ship in commerci: ul business. So we have a few American-owned for- 
eign-flag vessels, flags of Central America, under charter for that 
purpose. 

One more thing in connection with this memorandum of agree- 
ment. As you will see later on, we carry each month dry cargo in 
some 260 sailings of American privately owned berth line vessels. To 
give maximum utilization there with regard to time or voyage 
charter during the Korean war we had approxim: ately 150 American- 
flag tramp vessels under charter to MSTS. That was still not enough. 
So we went to the National Shipping Authority and at one time we 
had 141 vessels of general agency agreement status carrying out the 
lift requirements of MSTS. 

The CuairmMan. That phase has now diminished ? 

Admiral Denresrink. That has now diminished as you will see in 
the next chart. 

Admir al Denesrtnk. The next chart, which is No. F-2, shows the 
MSTS fleet as of March 1, 1956, and you will notice that it lists 224 
vessels and craft. It is divided into two groups, the nucleus fleet 
and the commercial fleet. 

The nucleus fleet consists of 186 vessels and craft. Furthermore, 
we have broken the nucleus fleet down into two subdivisions. On 
the left you will notice 11 United States ships. Those are ships which 
are manned by officers and men in the uniform of the United States 
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Parenthetically, I may say that as of now it has been reduced by 
1, to 10 ships. We have 6 large passenger ships, and 4 baby flattop 
carriers to carry assembled aircratt. 

Turning now to the figure 175 USNS ships, the USNS is an abbrevi- 
ation used by MSTS. That again is broken down into 106 civil 
service vessels. That means that the officers and men who man those 
106 ships are civilians with a civil service status. We have some pas- 
senger vessels, some cargo vessels, and some small miscellaneous sup- 
port vessels. 

The Cuamman. The crew in that case—maybe you have it later 
on in your statement, but I think the record ought to be clear—what 
is the comparable pay of a counterpart on a private merchant ship 
as against the civil service crew in this category of ships? 

Admiral DenEprtnk. In that case, sir, while I have not a chart as 
a part of my statement, I do have a chart in my organization that 
shows the wages paid to our civil service crews. 

The Cuairnman. Are they comparable? How do you arrive at their 
pay ¢ 

Admiral Deneprink. I can say that very quickly, sir. Under the 
General Classification Act of 1949—under an exception to that I am 
required to pay to my civilian crews the prevailing wage scale which 
is arrived at by negotiation between Jabor and management in the 
American merchant marine. So, as a matter of fact, I now have two 
different wage scales, one for the east coast, and one for the west coast, 
because the unions are different. 

But I would say in general that my wage scale for my civilian crews 
is exactly compar: able to the civilian wage scale of private industry, 
and of course it is much greater than the wage scale which the uniform 
Navy crews get. 

The Cramman. Maybe you can answer this question. We will be 
discussing the Panama Canal situation today, we hope. Will it be 
comparable to a counterpart Government operation such as the Pan- 
ama Canal ships? 

Admiral Drnesrink. Yes, sir. As I understand it, the Panama 
Canal ships have merchant crews and get the revailing wage scale. 

The Crairman. How many people generally are employed in this 
category of the 1064 

Admiral Denesrink. I have a part of my statement which will give 
that exactly, sir. 

‘Turning now to the same chart, F—-2, you will notice the number 

The Cuamman. The contract-operated ships, what is the nature 
of that charter, or is that just a management contract ? 

Admiral Denesrink. The contract operation is divided up into 
two par ts, and you will notice—— 

The Cuamman. They are mainly tankers? 

Admiral Denesprink. They are of two general categories. 

The Caiman. Some amphibious, but the big operation is the 
tanker, isn’t it 4 

Admiral Deneprink. We have 80 large T-2 tankers that are cur- 
rently being operated for MSTS by three contract operators, two on 
the east coast and one on the west coast. 
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The Cuatrman. Are they manned by regular crews? 

Admiral Drenesrinx. These people come from the hiring halls, 
and the contract operators are shipping people who also operate other 
vessels for other people or for themselves. But the officers and men 
of these T-2 tankers are from the hiring halls and they get the pre- 
vailing maritime wage scale. 

The Cuarrman. Then if and when our 20 tankers are completed 
and go into operation under the new authority, they would then come 
under this category? Is that correct? 

Admiral Denrprink. No, sir. They would be private vessels 
whereas our T-2 are Government vessels. 

The Cuatrman. And let out to contractors ? 

Admiral DeNEBRINK. Yes, sir. 

The Cuairman. These 30 tankers are Government-owned, but let 
out to contractors ¢ 

Admiral Denresrrnk. That is correct. When the 20 ships come on 
the line—— 

The Cuairman. They would be in the other category of the 31? 

Admiral Denreprink. No. They would be in this fashion, sir, be- 
cause a simple answer is impossible: The four Government-owned 
ships, which are currently being built, would be let out to these same 
contract operators and would have hiring hall crews. The ships 
which we are chartering from private owners will be operated by 
those private owners or some operator of their own choice, and will 
have private crews. And when they come on the line I would reduce 
the number of my tankers down to approximately 10, and I would 
always keep about 10 of my T-2 tankers in operation because I have 
got to have ships of a sufficiently small size as to get into some ports 
which cannot be entered by the larger 25,000- ton vessels. 

The Cuarrman. And you would probably then put approximately 
20 in the laid-up fleet ? 

Admiral Deneprink. That is correct, sir. Under the contract 
operation, one more point: You will notice I have 36 amphibious craft. 
These ships have a long history dating from the surrender of Japan. 
They then went into SCAJ AP, as we call it, and were operated by 
Japanese crews, Japanese oflicers, and when the peace treaty was 
signed with Japan it was necessary that they be taken over by the 
United States. 

So MSTS fell heir to them. We have certain commitments with 
the Japanese Government, and we have certain policy decisions of this 
Government with regard. to the maximum utilization of indigenous 
employees. So the 36 craft are operated by a combination of Japanese 
companies using Japanese officers and Japanese crewmen. 

The Cuarrman. What do they do? 

Admiral Denesrink. They are engaged solely in interarea work 
between Japan, ports of Japan, and between Japan and Korea. They 
are very useful out there. 

The CuarrmMan. But limited to that area? 
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Admiral Denrsrink. Yes, sir, and they are also limited by the 
scope of their living accommodations, such that they are not suitable 
for American crewmen standards. 

Turning now to the commercial fleet, on March 1 we had 38 vessels 
and craft, which consisted of 31 chartered vessels. These are pri- 
vately ow ned and operated. We had 12-time-chartered cargo ships, 
we had 4-time-chartered tankers, and 10-voyage-chartered tankers. 
We have 5 foreign-flag vessels, 1 the wetback ship, and 4 miscellaneous 
cargo ships used down range. ‘Then we have limited ourselves now 
to 7 National Shipping Authority vessels, whereas I reported to you 
that at one time we had had a maximum of 141. 

On the lower part of that chart, Senator, you will notice this im- 
portant statement: “In addition to an MSTS fleet of 224 ships, 261 
sailings of American berth line vessels carried dry cargo for MSTS 
during the month of February,” which was the preceding month. 

I have not followed the text of the statement but I believe I have 
given you the same information. 

The Cuamman. Admiral, you have only three reefers ? 

Admiral Denrprinx. I have only three reefers, and as you well 
know, there is a shortage of reefers in the American merchant marine. 
We at one time had working for us 

The Cuatrman. They are C-2’s? 

Admiral Denrprink. Yes, sir. 

The Cuarrman. The point I want to make is that I think we all 
could be helpful here. It seems to me one of the worst shortages in 
our American merchant marine is reefers, Admiral Denebrink. 

Admiral Denesrink. That is correct, sir. 

The CuarrMan. The incentive might even come from you, or your 
organization, to get some private reefers built and at least have some 
plans for them. I don’t think we have many plans for reefers. 

Admiral Denesrink. As you know, after the Ship Sales Act Gov- 
ernment-owned reefers were purchased by private interests, 

The CuarrMAn. Would it be fair to say as a general statement for 
the benefit of the committee that that is one phase of the American 
merchant marine we ought to all put our heads together and work on? 

Admiral Drenesrinx. That is correct. We certainly should have 
plenty of reefers, and to go into that a little bit further, during the 
Korean war there was such a need for reefer capacity that we entered 
into arrangements by which Government-owned reefers were taken 
out of moth balls and were bareboat chartered to two companies on 
the Pacific Coast. There were 9 vessels, 7 were bareboated by the 
Maritime to the Pacific Far East Lines and 2 were bareboated to the 
American President Line. These ships did very valuable service for 
us. As the troops were withdrawn from the Far East the require- 
ments for reefers began to diminish. So that number of ships has now 
been reduced to six really. 

The problem there, from the point of view of the private operator, 
is just this: It is another case of varying requirements. The need for 
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reefers is there. But the private operator might well think twice 
before he put his money into a distinct reefer ship. But as you well 
know, some of these private operators are adding additional reefer 
space in some of their ships, such as the mariners that have been 
recently purchased by Pacific Far East Lines and the American Presi- 
dent Lines. So it is just one of those things where a man doesn’t 
want to put money in, and then he looks to the Government to put 
the money up. That is the way it goes. 

The CuarrmMan. But there is a great shortage. I don’t believe 
there is an American-flag reefer that now calls at the Pacific Coast 
atall. Idon’t know ofany. Iam talking about Europe. 

Admiral Denresrink. We operate some reefers because there are not 
enough reefers to operate and to meet our special needs. 

One other item 1 want to point out—page 13 of my statement— 
is a constant source of embarrassment to me, and that is that I num- 
ber among my 224 vessels of the MSTS fleet 83 miscellaneous ships, 
which by no consideration can be considered vessels operating in com- 
petition with the private merchant marine. ‘These vessels represent 
more than one-third of my nucleus fleet. They consist of such craft 
as C1-M-AV’s, RI-M-AV1’s, AOG’s, LST’s, LSM’s, ATA’s and other 
strictly Navy types of which there are few, if any, counterparts in com- 
mercial operation. ‘These types do not ply on any of the regularly 
established transocean commercial routes. Most of them operate intra- 
area in the Far East, while others serve in the Pacific Islands and 
Arctic regions, landing and picking up their cargoes by beachings at 
remote points far off the beaten track and usually inaccessible to the 
conventional type of commercial carrier. 

The commercial fleet: 38 vessels and craft. Privately owned and 
operated United States flag: 12 cargo ships under time charter, 4 
tankers under time charter, and 10 tankers under voyage charter. 

Privately owned and operated, foreign flag: 1 small Mexican-flag 
passenger ship used for the transportation of wetbacks from Texas 
to Mexico for account of the United States Department of Immigra- 
tion and Naturalization; 4 landing craft types for special projects. 
No American-flag craft of this type available. 

Government-owned, general agency: 6 Victory-type and 1 Mariner- 
type operated by commercial shipping firms and manned by mer- 
chant marine crews. 

In addition to the foregoing, an average of 240/260 sailings per 
month of American-flag berth line ships carry MSTS cargo. 

The Cuarrman. They were all built for specific purposes during 
the war? 

Admiral Denresprtnk. And we use them primarily in the Far East. 

The Cratrman. Their only use would be for a comparable purpose 
now in the Defense Department for remote areas. Is that about it? 

Admiral DenEprink. Yes, sir. 

The Cuarran. I don’t see why you should be embarrassed about 
them. Nobody has any particular quarrel with them. 

Admiral Drenrprink. I am not embarrassed by them, but people 
use them as numbers against me. 

: would like to call your attention to three charts, F74, F7-5, 
and F7-6. 
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(Charts F7-4, F7-5, and F7-6 are as follows:) 
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Admiral Denrprink. The first is for fiscal year 1954. That shows 
the MSTS fleet at its largest size—602 ships. The Korean war has 
come to an end and you will notice the reduction in these vessels, 
starting with the end of the Korean war. 

When we turn to the next chart, fiscal year 1955, my largest num- 
ber is just short of 300. When we go over to fiscal 1956, we notice 
that our number drops down to 224. 

There is one particular thing that I would like to point out. You 
will notice in all three of these charts some heavy black lines. On 
the chart for fiscal 1954 this horizontal black line is just above 250. 
That breakdown m: soc the height of the nucleus fleet of MSTS. We 
will go on to that. But notice that the ships above that black line 
are either the privately owned and operated vessels under charter, 
or the general agency vessels operated by private operators. So 
there has been a suostantial reduction in the total MSTS fleet. 

Now, if we can go to a very important chart, which is the develop- 
ment of the MSTS nucieus fleet, chart F-5. 

Admiral Dr NEBRINK. The left-hand column dated October 1, 1949, 
the height of the column reflects the total of 335 vessels which com- 
prise the Army Transport Service and the Naval Transportation 
Service at the time MST'S was formed. 

Turning to July 1, 1950, which is the date at which the last vessels 
were absorbed by MSTS, we find a reduction to 187. This was the 
number of vessels which it was conceived were required to be used 
by MSTS. The difference in the height of those 2 columns reflects 
the economy that was achieved by the establishment of MSTS and 

taking on the obligations of the 2 services operated by the Army 
and the Navy. The Korean war came on and the nucleus fleet was 
expanded to a maximum of 273 vessels on July 1, 1952. By July 1, 
1953, which was the end of the Korean war, the downward trend 
begins to take effect and you will notice that by March 1, 1956, the 
MSTS fleet was 186. 

Actually today it is 185. This is a remarkable coincidence that we 
are now down to almost exactly the size of the nucleus fleet that was 
considered to be required in July 1, 1950, despite the fact that our 
obligations overseas have increased tremendously in the last 6 years. 

A couple of more points are very significant. 

The CuarrMan. In that case you are, categorywise, down from 
what was thought to be fee: minimum requirement of 1950 from 47 
tankers to 31. About the same in passengers, and up a little on the 
miscellaneous ships that you talked about ¢ 

Admiral Denesrinx. That is correct, sir. That is a very significant 
point. The very bottom category 1s the cargo ships. We “thought we 
would need 28. 

The Cuatrman. And you are down to 25, 

Admiral Deneprink. Yes, sir. That includes four carriers to carry 
assembled aircraft. It includes 2 heavy lift ships with 150-ton lift 
capacity. We have 16 Victory ships. We have three C-2 reefers 
which we badly need. So that is our cargo fleet. 

Our tanker fleet has declined from 69 to 31. And I will be the first 
to tell you, Senator, that the principal reason for that decline is com- 
pliance with the 50-50 law. I will say that the Department of Defense 
was not in agreement with the reduction of MSTS, and testified 
against the 50-50 law as regards MSTS. 
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(Chart F-5 is as follows:) 
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With regard to our passenger vessels, we have reduced from 65 
maximum down to 47. As I previously testified, we are unable to 
look to the private operators for passenger carrying capacity of troops 
and dependents in the numbers which we must carry and I am forced 
to maintain several of my troopships in emergency reduced operat- 
ing status in order to take care of such matters as the evacuation of 
ref ugees in French Indochina, and other matters. 

The Cuatrman. I hesitate to interrupt you all the time. We have 
some questions later, but we do have some good plans on the board, the 
private operators, for more passenger service, Admiral Denebrink. 

Admiral DENEBRINK. Yes, sir. 

The Cuarrman. The latest, the American President Line, just sub- 
mitted a proposal for a super passenger ship of the size almost of the 
United States. 

Admiral Deneprink. Yes, sir. 

The Cuarrman. And the plan looks good. But in that case, surely, 
you would suggest that as our operators phase into more passenger 
service, you could phase out consistent with your first priority. 
Wouldn’t that be correct ? 

Admiral Denesrinx. I would not agree with that, no, sir, because 
of the price problem. We have ships that can carry both troops and 
passenger-class passengers. I think this is as good a time as any to 
inject a very real problem that I am confronted with. 

The Cuarman. What I am trying to say is that if I am a private 
operator and I make plans and I take an economic risk in getting 
into the very precarious passenger business, I go ahead and project 
those plans, would you say that then I couldn't reply upon the fact 
that I might be able to dip in, if world conditions continue, into some 
of the potential passenger service that you now carry in those 47 
ships ? 

Fawie al DeNEBRINK. I would think that there would be opposition 
to that, sir, because we would have to operate our transports to carry 
the troops and economical operation would require that we utilize the 
space in those transports to carry our dependents. 

The Cuamman. Why wouldn't it be very helpful in this conflict 
we may have here on, say, passengers, to let the private companies 
operate your passenger ships? 

Admiral DeneBrink. We come right up against a very strong phil- 
osophy of the Department of Defense and the Joint Chiefs of Staff 
which I can best explain in this fashion: Military commanders must 
have under their command, and responsive to their immediate orders, 
the capability of logistic support. Transportation is one of the most 
important facets of logistics, and it is axiomatic in the military that 
the logistic support must be responsive to the military commander who 
is charged with the credit of victory or the responsibility of defeat. 
And to put these vessels under private operation without having 
them responsible to military control, to me as a military man is just 
unthinkable. 

The Cuarirman. I think there is a differential between peacetime and 
wartime on that. 

Admiral Denesrink. But on the other hand, I would say that we 
must carry on in peace to try and perfect our scheme for war, and 
that is one of the great reasons why we must maintain our nucleus 
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fleet at minimum size in time of peace in order to have the organiza- 
tion capable of expansion in time of mobilization and war. 

The Cuarrman. But surely you wouldn’t suggest that in time of 
emergency the private operator wouldn’t be just as susceptible to the 
military command to do anything that was asked of him, as the 
military ship itself? I think their cooperation during the war was 
magnificent. 

Admiral Denesrink. You will never have anybody appear before 
you, Senator, who is more for the American private merchant marine 
than I am, because I know what the Government has got to expect 
from the American private merchant marine. 

What I am saying is that we must maintain this nucleus organiza- 
tion, operated economically, and operated efficiently, so as to save the 
taxpayers some money. I think you should know that there are some 
elements 

The Cuarrman,. Probably you and I would have to disagree there. 
No one has ever convinced me that a private operation, say of pas- 
senger ships, for the military, costs more than the military operation 
itself. I have never seen any figures to convince me of that. As a 
matter of fact, I have seen some figures to the contrary because, as 
you know, in the very nature of things, a military operation is some 
waste. 

Admiral Denesrink. I would certainly disagree with you in con- 
nection with MSTS. 

The Cuarmrman. The day you show me some figures of operations 
ship-wise, overall—taking your whole overall organization, broken 
down ship-wise—I will then agree with you. But I have never seen 
those figures. And I don’t think anyone else has. 

Admiral DenEesrink. We have made a fetish of economy in opera- 
tion and efficiency. 

The Cuarrman. I understand that. But I am saying that by the 
very nature of things a military operation contains some waste. 

Admiral Deneprink. We also don’t have to make a profit, either. 

The Cuamman. No. And you don’t pay any taxes, either. 

Admiral Deneprrnk. And we don’t have to pay a lot of things. 

The CuarrMan. But if you add it all up, ship by ship—I think that 
I can never be convinced that the military operation of a given ship, 
using the overall appropriation and organization, and the fact that 
taxes are not paid, and there is no recapture to the Government, that a 
military ship operates more economically than a private ship. As a 
matter of fact, what little figures I can ferret out indicate it would 
be the opposite, in my opinion. 

That is a long argument that we have gone into before, but I think 
you must concede that necessarily—and it is no one’s fault, I am not 
critical; I think I understand the military a little—of necessity there 
just has got to be some waste. <A private operator has got to watch 
that much more carefully than the military for the simple reason 
he has to be in there for a profit. 

Admiral Denepsrink. Senator, I have to watch it, too. 

The Cuarrman. I have been on bases and so have you, where a 
private operation of the same project would dump at least a third 
of the personnel right quick. 

Admiral Denerrtnx. I am trying to dump some personnel, too, 
but Iam having a little tough luck doing it. 
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The Cuamman. No, you are doing all right. 

Admiral Denrsriyx. I want to tell you that if you think the pri- 
vate operator tries to show a profit, I will agree with you there. But 
I would like to delineate for you the people who insist that I carry 
on an economical operation. 

The Cuairman. I do, for one. 

Admiral Denesrin«. I have the Department of Defense, I have 
the Comptroller of the Department of Defense, I have the Comptroller 
of the Navy Department, I have the Comptroller General of the United 
States, the General Accounting Office, I have both Houses of the 
Congress, I have—— 

The Cuamman. And Magnuson. 

Admiral Denreprink. That’s right,sir. And I have my own internal 
auditors. I submit figures which reach all of the various shipping 
associations, and they ride herd on me. I want to tell you that I 
am the most illuminated and explored feliow in this country, accord- 
ing tome. I believe it. 

The Cnarman. Let me ask you a simple question. If you were 
now to step out and start to run a private shipping line, would you have 
the same personnel that you have now in your MSTS operation ? 
The same number? 

Admiral Denerrink. Same number? 

The CHarrMan. Yes. 

Admiral Denreprink. I would indeed; yes. I think that we have cut 
down our paren aboard our ships to the absolute minimum which 
is required by the labor unions themselves. The manning scales of 
my mie are dictated—— 

The Cramman. Would you have the same number of personnel 
shoreside ? 

Admiral Deneprink. I think that in 40 offices, subareas and areas 
in my headquarters, I have 3,100 people. And that is a reduction from 
4,500 people at the peak of the Korean war. 

The Cuamman. I understand the reduction. I am saying the ratio 
shoreside. That is why these comparisons are so difficult. But if it 
would be possible in your operation, say that this was all operated 
privately, would there be the same number shoreside as you have? 

Admiral Drenesrtnx. I had a worldwide survey conducted of 
people who visited each 1 of my 40 establishments. When they came 
back I was so disappointed—and they are working for me, now—I 
was so disappointed at the minor reductions which they recommended 
that I refused to consider their report and told them to bring in 
another one. 

The Cuarrman. I am not saying, Admiral, that you don’t try 
to do the best you know how to do, an economical job. I do say that 
inherent in a Government operation, and in particular in a military 
operation, there is just a certain amount of waste. It is not only 
human nature that it exists, but it exists because you come for an 
appropriation and there is your appropriation, and the private oper- 
ator has to watch it every day of the week because he has to come 
up with a profit. 

Admiral Deneprink. But I don’t operate under an appropriation. 
I operate under a naval industrial fund in which I am responsible—— 

‘The CrarrMan. That is begging the point because it comes from 
the appropriations. 
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Admiral Deneprink. It comes from the appropriation of the vari- 
ous services. 

The Cuarrman. That’s right. This whole business of defense and 
war is just filled with waste. “You can’t help it. 

Admiral Deneprtnx. In certain elements I am in trouble. But 
IT would like to make this thought with regard to cost. 1 believe 
firmly in the memorandum of agreement. I believe that as I believe 
the Bible. I believe no one in this country knows more the necessity 
for a strong merchant marine than I do, because I know what our 
war plans are and I know the literally thousands of ships that have 
got to be used by the Department of Defense in time of mobilization. 
Fowe1 ver, we get into this trouble: I believe in the memorandum of 
agreement, and I believe that the berth lines are.the hard core of the 
American private merchant marine. But I have had people face 
me with this question: It is not economical for you to use the berth 
lines. Why don’t you time charter vessels and save money? I tell 
them that I support this memorandum of agreement. I was the fel- 
low who put in the memorandum of agreement “prudent manage- 
ment.” But that prudent management must come within the frame- 
work of the memorandum of agreement. 

If we wanted prudent management per se, the thing to do would 
be to break out all Government-owned ships and operate them with 
military personnel. And we would have a really prudent manage- 
ment. But the American merchant marine would suffer. I would be 
opposed to it, but I don’t have to worry about it because the memo- 
randum of agreement is the Bible on which we act. 

The Cuarrman. I think that you could show in a given instance 
figures that might save some money. But in the long run—— 

“Admiral Deneprtnk. It would be no. 

The CHatrmMan (continuing). There would be no saving at all. 
I have seen this happen time and time again. Some of these theories 
of looking this way and saying we are saving so much. In the long 
run, without an American merchant marine, you don’t save it at all. 

Admiral Deneprink. There are certain things that you cannot 
attach a dollar sign to. 

The Cuarrman. That’s right. We learned that lesson in World 
War IT when we neglected the American merchant marine—I hate 
to be repetitious about this—in the thirties, and it cost us, I think, 
$40 billion to build it back. If we had taken care of it to the tune of 
$5 billion during those years, or even $1 billion, we would have saved 
at least half of that. 

Admiral Drenrsrtnx. I believe we should have a progressive pro- 
gram of shipbuilding for the American merchant marine so that we 
can carry on in regular fashion. 

The Cuatrman. And what we are all trying to achieve—let’s eo a 
honest—we appreciate there is a necessity for a nucleus fleet of MS 
MSTS, I am sure, appreciates the nec essity which you have reiter: nied 
on many occasions of adequate—that is a relative term—an adequate, 
strong American merchant marine for not only our economic needs but 
for our defense needs. And we are trying to achieve some kind of 
happy medium where the American merchant marine can keep alive, 
and where MSTS gets down to its minimum requirements and doesn’t 
encroach upon the economic field of the American merchant marine. 
And the Government to use private merchant marine wherever it is 
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ossible and wherever it is feasible, even sometimes to the extent of 
eaning backward to keep it alive. 

Admiral Denesrinx. That’s right. 

The Cuatrman. Isn’t that what we are trying todo? 

Admiral Deneprink. That is what we are trying todo. If I were 
to strictly comply w ith my memorandum of agreement, I would have 
some 210 ships in the nucleus fleet, and I am down to 185. I would be 
the first to say that that reduction is the reduction partly of tankers 
as a result of the 50-50 bill. 

The CuatrmMan. Let’s take a 5-minute recess. 

(Whereupon, a short recess was taken. ) 

The Cuarrman. Admiral, will you proceed ? 

Admiral Denreprink. Mr. Chairman, I would next like to call your 
attention to chart C3-5. This is labeled “Dry Cargo Lifted by Type 
Carrier 1955.” 

Following that is chart C3-6, which is for fiscal year 1956 to date. 
Permit me to give some explanation of this chart. 

Admiral Deneprtnx. This is dry cargo United States outbound. 
The height of the columns indicate the measurement tons. There are 

various type carriers. Let me take the month of July 1955 as an ex- 
ample. The dark color at the base of the column reflects the amount 
of cargo carried in my nucleus fleet, dry-cargo ships. You will notice 
that it is about 200,000 tons and it is 24.8 percent of the total. 

The next carrier is the berth line, and that includes both the cargo 
carried under berth term rates and under the space charter contract 
rates. You will notice that that is somewhere in the neighborhood 
of 500,000 tons and it represents 60.2 percent of the total for that 
month. 

Then we get a dark color which represents the amount of cargo car- 
ried in priv ately owned and operated time charter vessels, which is 4.2 
percent. 

Then we get something less than 100,000 tons, or 10.8 percent, which 
is carried in general agency vessels which are operated by private 
operators using private crews but are Government-owned ships. 

This chart for fiscal 1955 reflects the rate stabilized conditions fol- 
lowing the Korean war, and you will notice that each month we have 
lifted somewhere between 600 and 800 tons outbound from the United 
States; that we have averaged less than 200,000 tons in our nucleus 
fleet. vessels; and you will notice that percentagewise the berth lines 
have averaged somewhere in the neighborhood of 65 percent. The 
time charter vessels do not account for very much. And there is a 
very small contribution by the general agency vessels. 

Turning to the next chart for fiscal 1956, you will notice that there 
has been a slight overall reduction in the total lift. It now approxi- 
mates 600,000 tons a month for each month. The amount lifted by 
the nucleus fleet is under 200,000 tons. And you will notice that 
the berth line vessels carry something more on the average than 
400,000 tons, and percentagewise are in excess of 60 percent. 

A note of explanation with regard to the cargo carried by the 

general agency vessels in July, August, and September. That 
reflects the cargo lifted in our ‘Arctic operation, which is a special 
project which again illuminates the need for our organization. 

But with the end of September, our general agency ships have 
been reduced until they currently number only 7. 
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Chart C7 shows the lift of dry cargo, by area and by carrier in 
conformity with the requirements of the Cargo Preference (50-50) 
Act. The left side of the chart covers the second quarter of fiscal 
year 1956 and the right side, the first half of fiscal year 1956. 

Admiral Denrprink. This is the lift of the Government- owned 
dry cargo by geographic area and carrier. This is the chart which 
I use to see if I am carrying out the 50-50 Act as regards dry cargo. 
We have never had any trouble complying with the 50-50 law with 
regard to dry cargo, and it is merely put in there to indicate that 
we, for the 6 months to date in fiscal 1956, have some 58 percent of 
our dry cargo being lifted in private vessels. 

The Cuatrman. That is the overall total ? 

Admiral Denesrinx. That is the overall total; yes, sir. We have 
never had any trouble with that, sir. 

The next chart, C8-4 is a very important chart. 

Admiral DeneprinK. This is presented to show the insignificance 
of the impact of the MSTS nucleus fleet wpon the dry cargo ocean 
lift in United States foreign commerce. Of the total liftings of the 
combined commerc ial and military movement in United States-flag 
ships, the MSTS nucleus fleet lifted 2.56 percent. Of the total lift- 
ings by both United States-flag and foreign-flag ships, MSTS nucleus 
fleet represented only 0.8 percent. 

I think the chart is self-illustrative. You will notice the horizon- 
tal column. This is for calendar 1954, which is for the latest year 
available. We get the figures from the Department of Commerce. 
We will get the next about May. The United States-flags lifted 
31.9 million tons, which accounted for 25.9 percent of the total foreign 
commerce. That reflects the difficult position of the American private 
merchant marine. The foreign-flag vessels lifted 91.4 million short 
tons, which accounted for 74.1 percent. Over to the right 

The Cuatrman. And the percentage last year was higher ¢ 

Admiral Denreprank. Yes, sir. And I believe the percent: ige in 
1955 will be lower than that. The military cargoes are not included 
by the Department of Commerce, so we have added on the milit: ary 
cargoes. That narrow black slice is that lifted by the MSTS nucleus 
fleet, and the gray vertical slice is that part of the military cargoes 
lifted in private vessels. 

Our total waterborne commerce, excluding the Department of 
Defense, was 123.4 million short tons. The United States-flag mer- 
chant ships lifted only 31.9 million. MSTS cargoes accounted for 
4.9 million. So that the combined commercial United States-flag 
and MSTS movement was 36.9 million. 

Two things are very apparent to me. One is that United States 
private merchant marine is not getting a fair share of the foreign 
commerce in dry cargo. But the emphasis which has been pl: aced 
upon the nucleus fleet of MSTS, when confronted with this figure 
here, indicates that MSTS is being made to bear, by the uninformed, 
a totally unrealistic burden for the predicament of the American 
Merchant Marine. 

No matter if they were to eliminate the MSTS nucleus fleet, the 
American private merchant marine might gain a total of 0.9 percent 
of the foreign commerce. 

The next chart has to do with something which I am sure you are 
concerned about, and you have a bill about, and that is the MSTS 
worldwide private vehicle lift. This is chart C-9. 
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Admiral Deneprtnk. I have had this chart especially made up. 
The total vehicles lifted are shown for fiscal years 1952 through 1955 
actual numbers, and for fiscal 1956 there is a budget estimate. That 
is a lot of vehicles. Under the current interpretation of the statutes 
they are required to be lifted by Government-owned vessels. ‘There 
is currently under consideration by the Congress legislation which 
would permit these private vehicles to be lifted by private vessels. 

The CrHarrMan. That bill is now in conference and we ought to 
have it passed within 2 weeks. 

Admiral Deneprink. I have a backlog of private vehicles. My 
16 Victory ships in my dry cargo fleet are solely utilized in moving 
private vehicles worldwide. Because the private vehicle is not a 
dense load, I have to put some general cargo in bottom stowage which 
is a necessity for good shipping practice. Not only do I need all 
16 of my private vessels, but I currently have 7 general agency vessels 
which are Government-owned, and engaged solely in carrying private 
vehicles. 

Currently I have 23,000 tons of private vehicles stacked up wait- 
ing to ship. I will not break out any more general agency ships in 
the current situation where your bill is pending. 

The Cuarrman. I would like to say there that I appreciate that, 
but I think that that bill will probably become a law within the 
next 30 days. There is a point of disagreement between the House 
and Senate which is of a slight nature, and it doesn’t affect your 
problem at all. I am sure that within the next 30 days the bill ought 
to be signed because the White House has intimated it will be glad 
to sign the bill when we get it down there. 

Admiral Deneprink. One point in that connection, in order to 
wrap it up in one ball of wax: There was included in the report from 
both the Senate and the House remarks to the end that if this private 
vehicle bill were enacted into law, that it would be possible for me 
to lay up my dry cargo ships. Such is not the intent of MSTS, to lay 
up. Again we feel we must have this nucleus fleet of vessels, and we 
must have the ships to operate. 

The Cuarrman. Would they be in a reduced status? 

Admiral Denesrtnk. No, I do not feel they would be in a reduced 
status. Certainly I would want to see whether the private lines 
would wish to carry the vehicles. My own sad experience, Sena- 
tor, has been that when we had a lot of private vehicles, and mili- 
tary vehicles to carry, and when the cargo was plentiful on the 
dock—and bear in mind that the private lines have the right to 
reject cargo; they offer space, we offer cargo, and they can reject 
it—it is unfortunate, but it is true that the private lines when con- 
fronted with shipping military vehicles, would reject them because 
they would then get a more lucrative cargo of higher density. We 
have had vehicle lifts of 75,000 military vehicles from the East 
Coast to Japan, we have had lifts of 25,000 vehicles from the East 
Coast to Europe, and we could not get any vehicles lifted. 

I am going to wait with great interest to see that when your bill 
passes, if the private lines will reject private vehicles in the hope 
that they can get a more lucrative cargo. 
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The Cuarrman. The purpose of the bill, you know, is that they 
intimated that they would be willing and were hopeful they could 
have an opportunity to take this cargo, and that is why we passed 
it. And the Defense Department joined with us I must say. 

Admiral Deneprinx. The next chart concerns MSTS passenger 
traffic, chart Pl-5 

Admiral Denreprink. We discussed this at some length in our 
previous appearance so it does not require too much illumination. 
The total passengers lifted were 1,600,000. Bear in mind that my 
transports are of two kinds. I operate what I call a dependent trans- 
port because it not only carries troops, but it also carries depend- 
ents. I operate what I call austerity troop ships, which can only 
carry troops and their accompanying officers. I might add that these 
are pretty austere austerity troopers. 

The Cuairman. I want the record to be straight on that. I made 
the statement the other d: ay that the combination of dependents and 
troops amounted to only 10 percent of your passenger lift. Is that 
correct? Ninety percent was what you call the austerity troop move- 
ments. 

\dmiral Denesrtnk. These figures indicate 173,000 dependents. 

The Cuamrman. I meant where they traveled together. My fig- 
ures are that only 10 percent of the passenger lift is where they travel 
together, and that 90 percent is where they travel separately, of the 
number of passengers. 

Admiral Denerrink. I am sorry, I know that you made that state- 
ment yesterday, but I haven’t been able to get that checked. 

The Cuamman. I think it is fair to say that most of the move- 
ments are without the dependents and troops traveling together. 
The great bulk of them. 

Admiral Denreprink. At the present time we seldom operate our 
austerity troopers. We do all of our movement in our dependent 
ships. They carried both troops and families. I would be very 
much surprised if all of the dependents traveled in the same ship 
with the troops. 

The Cuatrman. Generally, I would think that the bulk of the de- 
pendents follow the movement of the military man. 

Admiral Denesprrnk. That’s right. 

The Cuatrman. They come in other ships or come later. Usually 
the pattern is that the military man goes to his post and then he makes 
the arrangements for his family to come. It is very rarely that they 
travel] together. I would think that would be a fair statement. 

Admiral Denesrink. I think General Yount, who will appear be- 
fore your committee, can throw some light on that. 

The CHatrmMan. Go ahead. 

Admiral DeneBrink. The next chart has to do with bulk petroleum, 

The CHarrMan. We are talking about dependents movement, too, 
because that is a logical source in which the private merchant marine 
think they should have an opportunity to carry. In that case in your 
figures the military, the dependents amount to how much passenger- 
wise? Does your chart show that, as against the military? 

Admiral Denrprrnx. The dependents— 

The Cuarrman. Total passengers were 1,600,000-—— 
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Admiral Deneprrnx. And dependents 173,000. About 10 percent. 

The CuatrmMan. A little over. Maybe 12 ‘percent. 

Admiral Dreneprinx. Yes, sir. The next chart has to do with the 
lift of Government-owned petroleum products by geographic area 
and charter. This is intended to reflect our compliance with the 50- 
50 Cargo Preference Act. 

Admiral Denrsrink. This chart is made out for 1 July to 31 De- 

cember, 1955. To reflect a little background on this, the 50-50 law 
was signed in August 1954. Within a few hours after the Presi- 
dent signed that law, I issued orders to lay up 11 of my T-2 tankers 
which was our estimate of the number that we would have to lay up 
in order to comply with the law. At that time we had 47 T-2 tankers 
in operation. We issued orders to lay up 11. That brought me down 
to 36. Subsequently we have laid up 6 additional tankers in order 
to fall within the purview of the 50-50 law. 

For fiscal year 1955 we began our calculations on 1 September 1954, 
a few days after the bill was enacted into law. It is my—I do not 
have that chart here, but it is my very careful recollection that for 
the 9 months from 1 September 1954 to 30 June 1955, we lifted 50.4 
percent of the POL for MSTS in Government-owned ships, and 49.6 
percent in privately-owned ships. 

In other words, we failed to cary out the law by the terms of four- 
tenths of 1 percent. 

With the first 6 months of fiscal 1956 this chart, on the right-hand 
side, indicates that the world-wide commercial lift has been 54.6 
percent, and the Government lift has been 45.4 percent. I must 
right now say that we have excluded from our worldwide lift two 
important categories, as indicated in the little circle up at the right. 
We have not considered that cargo lift to Greenland, Labrador, and 
to the Arctic area was properly something to be divided 50-50 by the 
Cargo Preference Act. And so we have excluded that. We do not 
consider that that is right. 

Also we have excluded the petroleum which we shuttle in Japan 
from one port to another, and which we shuttle from Japan to Korea 
in our smal] interarea tankers. 

The Cuarrman. I think your interpr a of the law is correct. 
I can make that statément categorically. I don’t think we ever in- 
tended that to be in. 

Admiral Denrsrink. We have acted in good faith in working our 
business. 

This chart is in strict conformance with the law, which says that 
we must move at least 50 percent of our petroleum products by long 
tons. We have worked on that basis. And we must do it by areas. 
I think you should know this: that it is my opinion that a more proper 
definition would be to make that 50-50 by long-ton miles because we 
could really pad the payroll by moving a lot of oil a short distance. 
But the income derives from the distance that you move the oil. We 
have tried to do that in all honesty. Once in a while we have missed. 

The Cuarrman. These calculations are in long-ton miles? 

Admiral Denesrinx. No, sir. These are in long tons. 

The CuHarrMan. Just in long tons? 

Admiral Dreneprink. Yes, sir. We put down at the bottom the 
long-ton miles. 
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The Cuarrman. You have long-ton miles down below ? 

Admiral Denepsrink. Yes, sir. The long ton is up at the top, 
where the commercial is 49.5 percent and the Government is 50.5 per- 
cent. 

The Cuamman. When you get to long-ton miles, you have 47 per- 
cent and commercial 52 plus. 

Admiral Denesrink. I am looking at the right-hand side, sir. It 
is 47.4 and 52.6. 

The Cuaiman. It makes a little difference. No, it makes a con- 
siderable difference. It is almost 5 percent. 

Admiral Denesrink. That’s right, sir. I would like to say for 
your information that one of our problems has been that when we 
try to charter private tankers we tell them the routes that we want 
to goon. And the private tankers—and I can’t prove this; all I can 
say is what our experience is—they will come in with the long-income 
route. They will shun the short-lift route. So we have a hard time 
doing it 50-50 by areas because they will try and avoid the short- 
income area and go for the big-income area. And we have no way 
that we can say to these people you will take this route because they 
come in on that. I think you should know that. It adds to my 
burden. 

The Cuarrman. I think your compliance, although it might have 
been difficult, is pretty good. I do think without the law these 
figures wouldn’t be this way. 

Admiral Denesrink. That is correct, sir. 

The next chart is T8-4, and it has to do with our foreign commerce 
for calendar year 1954, with regard to petroleum. 

Admiral Deneprink. This follows the same pattern as the dry- 
cargo chart, and it is again in short tons, acaueal to figures from 
the Department of Commerce. 

The CHairman. We do a little better on tankers than on dry cargo, 
but not too much. 

Admiral Denrsrinx. Not too much, no, sir; 30.2 percent in United 
States flag, 69.8 percent foreign flag. The MSTS total cargoes are 
shown in 2 shades on the right, and the MSTS nucleus tanker fleet 
lifted 2.9 percent of the foreign commerce. That is for 1954 when 
we had a large number of tankers—59 tankers in operation. 

For calendar year 1955 and suceeding years that percentage will 
be materially reduced. But it is still not something which will sway 
the balance of the American flag tanker fleet. 

The next chart is a very important one for your hearing in regard 
to the contribution of American private merchant marine to the move- 
ment of military cargoes for the Department of Defense. That is 
chart B2-5, 
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Admiral Denrprin«. Starting at the upper left hand corner, in 
fiscal 1952, when the total operating cost of MSTS was $638 billion, 
75 percent was paid directly to the private maritime industry of this 
country. In fiscal year 1953, when the total operating cost of MSTS 
was $700 million, 73 percent was paid directly to the private Ameri- 
can maritime industry. 

In fiscal year 1954, when the total operating cost of MSTS was 
$548 million, 70 percent was paid directly to the American private 
maritime industry. 

And in fiscal year 1955, when the total operating cost of MSTS was 
$422 million, 64 percent was paid directly to the private maritime 
industry. 

You will notice at once that there is a decline in the percentage that 
is paid to the maritime industry. That is reflected in my opinion 
entirely because as we have reduced our total fleet from 602 vessels 
down to 224, and have reduced our nucleus fleet from something over 
250 ships down to 185, there has been a greater reduction in the private 
vessels than there has been in the nucleus fleet ships. And that is 
reflected in this, percentagewise. 

The Cuatrman, I think this would be a good time—and this is the 
way we think it should be—to put in the record the latest figures. The 
privately owned merchant-marine fleet increased in number in Febru- 
ary, the American Merchant Marine Institute reported today. It was 
the first rise in 7 months. The Institute said that the privately owned 
merchant fleet now consists of 413 dry cargo and passenger vessels 
of 7,500,000 deadweight tons, and 357 tankers of 5,900,000 deadweight 
tons. That is now the status of our American merchant marine. 

Admiral Deneprink. The next chart, which is R1-5, shows the 
MSTS ship repairs and alterations during fiscal year 1955. 

Admiral Denesrink. That also includes our outlay for ship in- 
activations. This chart again reflects our dependence upon the pri- 
vate ship-repair industry. Our total expenditures were $57.5 million, 
and the piece of pie on the left hand side indicates that 95 percent of 
that money was paid out to private yards. Naval shipyards, United 
States naval shipyards, received 1 percent, and my 3 small MSTS 
maintenance and repair shops, located in New York, San Francisco, 
and Seattle, did a total business percentagewise of 4 percent. 

On the right hand side piece of pie you will notice that the west 
coast yards received 54 percent of the business; the east coast yards 
38 percent of the business; the gulf coast 5 percent; and other yards, 
where we do emergency work overseas, 3 percent. 

The Cuatrman. Admiral, that has afways been a sort of a sore 
point, I appreciate, with you people, on this repair situation. Many 
times it is pinpointed to certain instances that happened in a given 
area. I do think, as I recall the figures, that you are doing much 
better on this now than you did previously. You have reduced it to 
what you would consider to be a minimum in your own yards, 

Admiral Denrprink. Percentagewise, when I first made this chart, 
3 years ago, the private yards were getting 91 percent. 

The CHarrman. And now we are up to 95? 
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Admiral Denrsrinx. Now you are up to 95 percent. So in that 
percentage, you are right. 

The CuHarman. We are gradually doing more. Of course it has 
been more of a point on the west coast than the east coast because 
you know from general knowledge our west coast shipyards are in 
about the sorriest state that they have been in all history. 

Admiral Denrsrink. That’s right, sir. 

The Cuairman. Anything that MSTS can put into them—there 
again sometimes even costwise it might be a little bit more—anything 
they can put into our west coast yards, any small amount, now means 
more than at any other time in our ship repair and building industry 
on the west coast. They are just in a sorry state. We are doing 
everything we can, sometimes maybe pressing the Government, the 
military, and you people more than normally we would because of 
the condition they are in. 

We are just hopeful we can do something about it, or help do some- 
thing about it. It is a problem of differentials, it is a problem of bid- 
ding, and I was hoping some of these tankers could have been built on 
the west coast. But apparently the economies of the situation have 
precluded that. It has just been a constant struggle. And the im- 
portance of keeping a laboy pool in the west coast yards alive, I think 
you know better than anybody else as to how important that is to 
the defense of this country. I am glad to see you are doing better 
on it. I do hope that anything that you can do, even sometimes to 
the point of leaning backward on the thing, will be done. It means 
more now than at any time in our history. 

Admiral DEeNrprink. We have achieved this percentage increase 
in two ways: There has been a reduction in the amount of work given 
to the Navy, our United States naval shipyards. Frankly, I don’t 
know how the Navy got 1 percent of it this time. I think they must 
have sneaked in on me somewhere. 

The Cuarman. Admiral Mumma is here. He can tell you about 
that. 

Admiral Denrrrink. Yes, sir. Also the three shops which I main- 
tain, I have taken steps to reduce the number of people in those shops 
down to the point where they will only be geared to do emergency 
work, and also maintain the capability for expansion in case of 
mobilization. So these 3 shops now only have 110 people, or 105, in 
each one of them. They do a very useful emergency Job for me. 

The Cuairman. I know of some yards in my own section that even 
a small amount of work, although it may seem insignificant in the 
overall repair load of the Nation, is almost the difference between 
keeping open and closing down. 

I might say for the record, too, that I understand that you are ex- 
ploring the prospect of using a yard in Everett, Wash. Is that 
correct ? 

Admiral Deneprink. We are undertaking to try and utilize a Navy- 
owned facility at Everett, Wash., as a place to put some of our trans- 
ports in reduced operating status. We had been barred from use when 
we made an earlier offer, because that yard was currently being oper- 
ated as a commercial facility. Some of the agreements which were in- 
sisted upon by the operator we could not meet. They were—frankly, 
the law wouldn’t permit it. However, the matter has been brought to 
my attention again. The yard is no longer being operated as a com- 
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mercial ship repair facility. Because of my desire that we have all of 
our ships as close to one place as possible, I am tremendously hopeful 
that we will be able to put our ships there in Everett. 

The Cuarrman. Thank you. 

Admiral Deneprtnx. Personnel is an important matter in any or- 
ganization. Chart M-1 shows the personnel. 

The Cuairman. Before we go into personnel—we are not moving 
as fast as I thought, but this is all very important—as it is now 12:20 
we will recess until 1: 45. 

(Whereupon, at 12:20 p. m. the hearing was adjourned, to recon- 
vene at 1:45 p. m. the same day.) 


AFTERNOON SESSION 


The CuarMan. The committee will come to order. 

Admiral, we left off on “Personnel.” 

Admiral Denrsrink. I would now like to take up the subject of 
personnel. 

The first chart is chart M-1. This chart will be followed by other 
graph charts showing the total personnel, the total personnel ashore, 
and afloat, and then the total personnel ashore in the several areas. 

(Charts M—1, M-2, M-3, M-4, M-5, and M-6 are as follows:) 

Admiral Denresrink. With regard to the personnel directly em- 
ployed by MSTS, chart M-1 shows that we have afloat 13,878, of which 
the military make up 4,142, or 30 percent, and the civil service 9,736, 
or 70 percent. 

The Cuatrman. Let me ask this question, and I ask it for informa- 
tion: The military afloat, their pay would be the regular military scale ? 

Admiral Denresrink. That is correct, sir. 

The Cuarrman. Are they part of a crew? 

Admiral Denesrink. The military that we have afloat are in the 10 
commissioned ships which we have. 

The CuarrMan. Do they get down to the crew members? 

Admiral Denesprink. Yes, sir. 

The Cuatrman. And the “AB” would then get what he would get 
im the Navy ? 

Admiral Deneprink. Yes, sir. 

The CHatrMan. His rate in the Navy? 

Admiral Denesrink. Yes, sir. 

The Cuarrman. And the civil-service fellow who was doing the same 
job would get the prevailing wage scale? 

Admiral Denesrink. That is correct, sir. 

The CuarrmMan. There would bea difference between those two, 
wouldn’t there ? 

Admiral Denesrinx. The duties that would be performed by the 
seaman on the commissioned ship would be identical with the duties 
performed by the AB. 

The Cuarrman. But I mean the rate of pay would be different? 

Admiral DenresrinkK. Much different; yes, sir. 

The Cuairman. In other words, the rating of the military would be 
paid less? 

Admiral Denzsrin«. I don’t know whether you wish to go into the 
question of wages or not. 
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The CHarman. No. I don’t know what an “AB” gets now. It is 
considerably less. 

Admiral Deneprrnx. An “AB” gets probably, including all of his 
fringe benefits, I would say that he gets in excess of $5,000 a year. 

The Cuatrman. He does? 

Admiral Denrsrink. Yes, sir. 

The CHarrMan. The Navy is perking up. That is civil service? 

Admiral Denepring. Yes, sir. 

The Cuarrman. What about the naval rate, just generally ? 

Admiral Denersrtnx. I would say that he probably gets $100 a 
month. 

The Cuarrman. And he has other benefits, of course, but he is 
either a volunteer or a draftee. 

Admiral Denrsrink. Yes, sir. 

The Cuarman. 13,000, or approximately 14,000 afloat, and approx- 
imately 3,000 ashore? 

Admiral Deneprink. Right. 

The Cuatrman. Does that ratio of ashore and afloat compare 
favorably with a private operation, do you know? 

Admiral Denrprink. I would say that if you were to compare those 
two figures that you have just talked about, that it would anager 
very unfavorably. However, I would remind you that this ashore 
staff of 3,133 not only administers to the afloat population of 13,878 
but it also is definitely administering to the total in the righthand 
column of 14,201. So that the ratio would be more proper to talk 
about 3,133 ashore to the grand total of 31,212. 

The CHatrMAn. But you would have to add on your berth lines 
and time and voyage charter and your contract and your genera] 
agency, that those people would have some people ashore, too? 

Admiral Denrsrink. That is correct. 

The CuatrMAn. Some of their duties would overlap ? 

Admiral Deneprink. That is correct. We are not only running 
the MSTS but we are also acting in the capacity of a shipping broker 
to obtain space in the berth lines. 

The Cuarmman. What you are trying to say is that this ratio would 
compare unfavorably with a normal private operation, but it must be 
diluted somewhat to the extent that the ashore population you have 
must also act as a general agency for your other activities, contractual 
and otherwise? 

Admiral Denepsrink. That is correct. Legal and contractual and 
supervisory. The additional employment provided directly by the 
MSTS operations includes 8,570 in the berth lines. This is frankly 
an estimate based upon the proportion of our cargo in the ships that 
we sail the cargo in. 

The CuatrMan. On your wharfage and longshoring operations, 
those are all contractural ? 

Admiral Drenesrink. The longshoreman business, Senator, is not 
my responsibility. I would point out that MSTS is responsible for 
cargo only after it has been loaded and stowed in the ship. So the 
stevedoring comes directly under the shipper service—Army, Navy, 
or Air Force. 

The CuarrMan. Generally that is contractual. 
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Admiral Denrsrtnk. That is contractual except that we have iso- 
lated instances of where we will have some gangs at supply depots. 

The Cuatrman,. On your ashore you have 2,217 civil service, and 
900, or approximately 3,000 people? 

Admiral DENEBRINK. Yes, sir. 

The Cuatrman. That is broken down, for example, at Seattle, 
where you have 200 and some ? 

Admiral Denesrink. We have in the North Pacific area totally 483. 

The Cuarrman. And you have 611 in the San Francisco area? In 
other words, the bulk of those people are in the four major offices 4 

Admiral Drenrsrinx. Four major offices and three subordinate 
offices; yes sir. The number of people in what we call an office is 
very minor; the comptroller people, who figure the bills and so forth. 

The CHarrMan. Now, take civil service. In that case you ask the 
Civil Service Commission for “X” number of people who take an 
examination, say for an “AB”; is that correct ? 

Admiral Deneprink. No. 

The CHatrMan. How do you get them? 

Admiral Denresrinx. We have our own hiring procedures within 
MSTS and, because of the unique character of the work, we do our own 
hiring, but they have the perquisites and the rights of the civil service. 

The Cuatrman. After you hire a man afloat—there probably is 
no civil service list for that—you hire him and then they are blanketed 
into civilservice. Isthat correct ? 

Admiral Denesrink. That is correct. And once they are blanketed 
into that then we will have a document which has been approved by 
civil service which is our instructions for handling our marine per- 
sonnel, and we are the only people in civil service who have marine 
personnel. These personnel that we hire aboard our ships must have 
the validated document from the United States Coast Guard in order 
for us to employ them. 

The Cuarrman. They would have to be peculiarly qualified ? 

Admiral Deneprink. That is correct. 

The Cuarrman. What is the chance of advancement in this case? 
The naval officers will run the ship. 

Admiral Denrprink. No. We have civilian masters. 

The CuHarrmMan. You have some civil service masters ? 

Admiral Deneprink. Yes, sir. There are only 10 ships in our 
fleet which have naval officers running them. 

The Cuarrman. So if a man did want to make this a career, he 
wouldn't be stopped at a certain level 

Admiral Dengesrink. Actually, sir, most of our masters we inherited 
from the old Army Transport Service and we have people of pretty 
advanced age and over 30 years of service, although MSTS as such 
is only 6 years old. 

The CHarrman. Do you get many applicants from the Marine 
academies? That is, New York, Kings Point, and those places? 

Admiral Deneprrnk. Mr. Bull tells me that we do and I bow to 
him because he used to be on the staff of Kings Point. Of course, I 
know that with respect to the State academies we also have people from 
them. 

The CHarrman. We always have the recurring question, on the 
appropriations we make to the State academies, as to whether or not 
we are getting our money’s worth out of them. Some of them do 
make applications to you? 
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Admiral Deneprink. Yes, sir. Actually, because of the retrench- 
ment, personnelwise, our problem has been to find places for our per- 
sonnel in our reduced numbers of ships. They will have to take a 
reduction in status in order to have employment. In other words, a 
master may sail as a first, second, third, or fourth officer. 

The Cuarrman. Would that apply to the shore personnel, too? 

Admiral DeneBrrnk. The shore personnel, if we have a reduction 
under the rules of the Civil Service Commission, if we reduce our 
personnel it may be necessary for a person to accept a lower graded 
rating in order to continue in employment. 

The Cuarrman. I am thinking a little bit about these people. As 
you reduce, you say they must pass the Coast Guard requirements ! 

Admiral Denrprink. Yes, sir. 

The CHarrman. They could then move in the private merchant 
marine, having certificates ? 

Admiral Deneprink. Yes, sir, and they also do that, sir. 

The Cuarrman. In other words, the fact that they were let out of 
civil service, or because it would be pretty hard for them to move in 
any other branch of governmental operations, because they are a 
eae qualified group, they could, with their certificates, move in 
the private merchant marine? 

Admiral Denesrinx. That is correct. 

The Cuarrman. But they would have to go to the union and go 
through the hiring hall procedure ? 

Admiral Denrpsrinx. We do not require union membership in 
order to sail in our ships, but there are union members who are mem- 
bers of our crews. 

The CHarrman. And they belong to a union ? 

Admiral Deneprink. Yes, sir. 

The CuatrmMan. You have no restriction ? 

Admiral Denresrink. None whatever. 

The CuatrmMan. You don’t discourage that? 

Admiral Denesrinx«. No, sir. 

The CuarrmMan. And some of them do? 

Admiral DeNerrink. Yes, sir. 

Turning to the right-hand column we do know that as of February 
1 there were 1,578 people employed on the time and voyage charter 
ships that we had; there were 315 people employed on our general 
agency ships, there were 1,555 people employed on our contract tank- 
ers, and we had 2,183 indigenous personnel. Those people were em- 
ployed ashore and afloat. We have people both ashore and afloat 
who are indigenous. I think that just about covers it. 

The CuarrmMan. Just one more question. Let’s take the 8,000 on 
berth liners. Are they paid by you and fit into the organization of 
the berth liner? 

Admiral Denesrinx. No, sir. The berth line ships are privately 
owned, they are operated privately. 

The CuarrmMan. I understand. 

Admiral DenrsprinK. We only put cargo into that. In order to try 
to indicate the MSTS pro rata of the American Merchant Marine, 
if we have 50 percent of the cargo moving in berth ship, we would 
say that 50 percent of the crew of that ship was included in this 8,570. 

The CuatrMan. But they are paid by the private operator ? 
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Admiral Denesrinx. They are paid by the private operator. The 
next chart is a graph which shows the total MSTS personnel. That 
is chart M-2. You will see on the left side the figures for the year. 
You will notice the sharp increase as a result of the Korean war. We 
have a peak of somewhere in the neighborhood of 29,000. There has 
been a sharp reduction. 

The right-hand chart is broken down by months. And you see a 
reduction down to where we are somewhere in the neighborhood of 
17,000. 

The Cuarrman. I have seen those charts. 

Admiral Deneprinx. Next is the MSTS personnel chart afloat, 
where we have gone from a peak of 25,000 down to 14,000. Next is 
the ashore personnel. They reached a peak of about 4,500, and it is 
now 3,100. 

The personnel ashore in the—this says “in command headquarters” 
but that is a mistake, and it actually is ashore in all of the shore offices 
within those subordinate areas. 

The Cuarrman. I was going to say, I think we can save time on 
those charts. If you will go back to the specific thing at hand, on 
page 17, you express your ideas on S. 822. Isn’t that where you start? 

Admiral Denrerink. It really starts on page 16. Under a provi- 
sion in S. 822, the reasonableness of rates charged by privately op- 
erated shipping lines would be determined by the Federal Maritime 
Board. This would place the control of the expenditure of a large 
proportion of the transportation funds appropriated to the Depart- 
ment of Defense within the discretion of an agency entirely outside 
the Department, and having no responsibility whatever for the prep- 
aration, submission and justification of budgets for such appropriated 
funds. Such a requirement would seriously affect the position of 
MSTS in its contract negotiations with the berth lines. This, com- 
bined with the compulsion to utilize the services of such lines, irre- 
spective of the types of cargoes and the quantities involved and to the 
exclusion of other categories of private American-flag shipping that 
might be available at lesser cost, would result in an unwarranted and 
unjustifiable increase in the ocean transportation expense of the De- 
partment of Defense. ; 

The Cuatrman. I won’t labor that point. I am in complete dis- 
agreement with you there. I might say that the purpose of putting 
it in was to protect the Department of Defense against exorbitant 
rates. We need not labor that point. 

Admiral Denesrinx. Notwithstanding the enactment of Public 
Law 664, Cargo Preference Act, during the second session, 83d Con- 
gress, S. 822 is identical in tenor to that of S. 1439 which was intro- 
duced during the 1st session, 83d Congress, the enactment of which 
the Department of Defense opposed in testimony presented before this 
committee on May 28, 1953. 

Under the provisions of Public Law 664 the Department of De- 
fense is required to insure that at least 50 percent of its cargo and 
POL movement transported in ocean vessels is carried in privately 
owned and operated United States-flag ships. Currently, the berth 
line services are lifting approximately 65 percent of the total outbound 
movement of Department of Defense shipments to overseas areas. 
The remainder comprises those movements more adaptable for trans- 
portation in United States privately owned, time-chartered ships; as- 
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sembled aircraft moving on Navy-manned carriers; privately owned 
automobiles ; and movements to special projects involving security re- 
strictions or to remote areas where no commercial shipping services 
are established. 

The Arctic operation is a good example of that. 

For inbound retrograde cargo, the berth line services are regularly 
employed for that portion of the lift beyond the capability of home- 
ward-bound MSTS nucleus and general agency ships and those re- 
turning privately owned time chartered ships for which MSTS is 
contractually committed and which prudent management dictates 
must be utilized to their maximum capacity. 

The legislation proposed under S. 822 is considered by the Depart- 
ment of Defense to be not only undesirable but unnecessary. To the 
extent that safeguards are deemed essential for the protection of pri- 
vately operated shipping, vis-a-vis shipping operations conducted by 
the Department of Defense, these appear to be amply provided in 
the Cargo Preference Act and by the terms of the memorandum otf 
agreement between the Secretaries of Commerce and Defense wherein 
the maximum utilization of available berth line space is given special 
emphasis. 

The Department of Defense strongly opposes the enactment of S. 
822. . 

That is the end of my presentation with regard to MSTS. I shall 
now deal with the MSTS tanker construction program authorized 
under Public Law 575, 83d Congress, 2d session. 

The Cuatrman. Off the record. 

(Discussion off the record.) 

The Cuatrman. On the record. 

Admiral Deneprink. I shall now deal with the MSTS tanker con- 
struction program authorized under Public Law 575, 83d Congress, 
2d session. 

It will be recalled that act authorized the Secretary of the Navy to 
time charter not to exceed 15 privately owned tankers for a period of 
up to 10 years, and authorized the President to construct not to ex- 
ceed 5 tankers, all such tankers to be newly constructed in American 
shipyards and to have a capacity of about 25,000 deadweight tons and 
a speed of not less than 18 knots. 

Before discussing the action taken by the Navy to exercise the au- 
thority granted under Public Law 575, I should like to speak briefly 
regarding the origin and purpose of the legislation and to mention 
some of its provisions which have so effectively dictated what the Navy 
could do to utilize the authority given to it. 

For some time prior to the enactment of Public Law 575, the De- 
partment of Defense had expressed to congressional committees its 
concern over the indicated deficit in modern tankers available to 
the Government of the United States upon mobilization. As a means 
of improving the position of the privately owned United States- 
flag tanker fleet, the Navy developed a program by which it proposed 
to time charter 20 newly construted tankers for a period of 10 years, 
each tanker to have a capacity of approximately 25,000 deadweight 
tons and a sustained sea speed of not less than 18 knots. 

These tankers were to be constructed in United States shipyards 
and owned and operated under the American flag by private citizens 
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of the United States. This proposed oe was submitted by the 
Navy to the National Security Council, which gave its full approval. 
Then, in order that there might be no question of the authority of the 
Navy to enter into contracts of the nature proposed for a period of 
10 years, the Navy actively sought legislative approval of its program. 
The enactment by the 83d Congress of Public a 575 was the result. 

In its consideration of the Navy’s program to time charter these 
20 tankers, the Congress limited the number of chartered tankers to 
15 but authorized the construction of up to 5 additional tankers from 
public funds for which it appropriated $30 million. The Congress 
also imposed certain limitations on the chartering of the 15 tankers 
and on the construction of all 20 of the tankers. These limitations 
must be kept in the foreground of any discussion of the present pro- 
gram. They are as follows: 

(1) Charter hire shall not exceed $5 per dead-weight ton per month; 

(2) The rate of hire shall not result in the recovery of more than 
two-thirds of the construction cost of the tanker ; 

(3) Award shall be made on a competitive basis to the lowest re- 
sponsible bidder ; 

(4) Preference shall be given to operators who are exclusively en- 
gaged in the operation of American- ag ships; 

(5) The contractor must agree that he will not transfer to foreign 
registry any tanker owned by him at the time of entering into such 
contract, and that the tanker or tankers contracted for shall remain 
under United States registry during the period of the charter ; 

(6) The owner must grant the government an option to purchase 
the tanker upon completion of the charter at its then depreciated value 
or fair market value, whichever is the less; 

(7) So far as Sosa ye materials and equipment produced or 
manufactured in the United States will be used in construction of the 
tankers; and, 

(8) Not more than three of the tankers may be constructed in any 
one shipyard. 

Each of these limitations had a valid purpose, and I do not wish to 
appear to be questioning that purpose. I merely report the effect 
of the limitations on the efforts of the Navy to carry out its program. 
Some of these limitations probably had no real effect on the program. 

For instance, the $5 limitation on charter hire is well above the hire 
at which the Navy considers the chartering of the tankers on today’s 
market to be feasible; also, if the rate of hire is reasonable, the per- 
cent of recovery of construction costs will be normally within the 
statutory two-thirds limitation. 

Again, without a statutory requirement, the Navy would have 
made the awards on a competitive basis to the lowest responsible bid- 
der. On the other hand, some of the limitation in the authorizing leg- 
islation greatly hampered the procurement of the proposed charters, 
substantially contributing to certain delays encountered by the Navy 
and, in all probability, resulting in a higher rate of charter hire than 
would otherwise have been available. 

I refer specifically to the requirement that any charter must pro- 
vide for (1) an agreement by the owner not to transfer to foreign 
registry during the term of the charter any other tanker owned by 
him at the time of entering into the contract and (2) an option to 
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the Government to purchase the chartered tanker at termination of 
the charter for the then depreciated value or the fair market value, 
whichever is the less; also the requirement that not more than three 
of the tankers could be constructed in any one shipyard. 

The restriction on the transfer to foreign registry of other tankers 
owned by the contractor proved to be an effective deterrent to bidding 
on the part of established tanker operators. These potential bidders 
advised that such a restriction on the transfer of their existing tank- 
ers would not only adversely affect the value of those tankers but 
deprive the owners of a flexibility of operation essential in the in- 
dustry and inherent in the possibility of operating tankers under a 
foreign registry during advanced stages of obsolescence. 

The Navy was deprived of another segment of potential bidders 
because owners who used their tankers primarily to carry their own 
product, such as the major oil companies, did not.find the proposed 
charters attractive. These companies apparently did not object to 
building the fast tankers and chartering them to the Navy at a reason- 
ably low hire for 10 years, but they desired assurance that the tankers 
would thereafter be available for their own use as their existing 
tonnage reached the scrap stage. They were deprived of this assur- 
ance by the Government’s option to purchase the tankers upon termi- 
nation of the charter. - 

The Government’s option to purchase the tankers at what might 
prove to be less than the indebtedness against them, presented very 
serious handicaps to the financing of the tankers by small operators 
or persons seeking to enter the business with more limited resources 
but who are willing to risk losing ownership of the tankers under 
the option. In order to obtain long-term financing, these smaller 
concerns with a minimum of equity capital were required to establish 
large standby reserves to protect their financing institutions from 
possible loss due to the exercise by the Government of its option at a 
market price less than the amount owing on the tankers. 

The restriction that not more than 3 of the 20 tankers may be con- 
structed in any 1 shipyard, together with the limited number of 
shipyards available, had the effect of reducing to a minimum the 
amount of competition that prospective owners could develop as 
between builders, as well as preventing savings incident to the mass 
construction of the tankers. Bidders have stated that this situation 
left them somewhat at the mercy of the shipyards and that such 
resulted in their paying higher construction costs and being compelled, 
for that reason, to quote higher charter rates to the Navy. 

With these preliminary remarks, I should like to detail for the com- 
mittee, the action taken by the Navy to realize its program. 

I wish to mention, first, the 15 tankers to be constructed, owned, and 
operated by private citizens and chartered to the Navy. 

On August 20, 1954, and within 10 days after the act became law, I 
issued an official invitation for offers to charter these 15 tankers. The 
invitation was addressed to more than 270 persons and firms, compris- 
ing all owners of American-flag tankers, all American shipping compa- 
nies, all American shipping brokers, all national shipping associations 
and publications, and all persons who had indicated an interest in the 
program. 

In view of the many complications presented by the limitations set 
up in the:statute-and the fact that the invitation incorporated a copy 
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of the definitive contract forms approved by appropriate authorities 
within the Navy, including the Secretary of the Navy as required by 
the statute, I consider that this invitation was issued with unusual 
promptness. I mention this only because it is typical of the emphasis 
placed by the Navy on the importance of this program. It also indi- 
‘ates the measure of the Navy’s concern when delays overtook its later 
efforts to expedite the program. 

Under this original invitation, offers were to be submitted by 
November 19, 1954, and remain firm until January 20, 1955. Seven 
offers were received to construct and charter to the Navy a total of 
27 tankers. All offers were contingent upon the proposed tankers 
being considered “special purpose” vessels under the Ship Mortgage 
Statute, Public Law 781, 83d Congress, 2d session, and further con- 
tingent upon the receipt from the Maritime Administration of mort- 
gage insurance of 100 percent of 8714 percent of the construction costs 
of each tanker. 

As I have already mentioned, established operators with adequate 
financial resources were not interested because of the restrictions placed 
in the authorizing legislation. Each offer received, therefore, was 
submitted by a newly organized corporation with only nominal assets. 
None was able to finance the cost of one or more tankers without out- 
side assistance. No lending institution was then willing to lend the 
required amount of money unless it was assured of mortgage insur- 
ance for the full amount of its loan. It was quite clear that without 
mortgage insurance none of the offerers was in a position to construct 
any of the desired tankers. This was a development which had not 
been contemplated by the Department of the Navy at the time the 
invitation was issued. 

In these circumstances, the Navy had little choice but to extend the 
time for the making of awards to allow the offerers to negotiate with 
the Maritime Administration regarding mortgage insurance. On 
March 17, 1955, the Maritime Administrator informed the Secretary 
of the Navy that the proposed tankers were not, in his opinion, special 
purpose vessels within the meaning of the applicable statute, but that 
mortgage insurance would be available to qualified applicants to the 
extent of 90 percent of 8714 percent of the construction costs of each 
tanker. The Maritime Administrator expressed the further opinion 
that insurance to that extent would be adequate to finance tankers 
under the program. 

Because of the dissatisfaction of the offerers with the Maritime 
Administrator’s determination, hearings were conducted by this com- 
mittee to inquire into the matter. The Navy accordingly extended 
the time for making an award, pending the outcome of the hearings. 
When the limit of 90 percent of 8714 percent was sustained by the 
Maritime Administrator, a further extension was made to give the 
offerers an opportunity to make application for mortgage insurance 
under these terms and otherwise to finalize documents supporting their 
offers. 

Difficulties were experienced by the offerers in meeting the minimum 
requirements of the Maritime edontelietbotion and all of them im- 
portuned the Navy for an extension of time. Accordingly, on April 
28, 1955, the date for making awards was further extended, subject 
to the offerers submitting by May 12, 1955, evidence of approval of 
their applications for mortgage insurance. 
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While several had applied for mortgage insurance, none of the 
offerers had met the minimum requirements of the Maritime Admin- 
istration by May 12, 1955. On the assurance of the Maritime Admin- 
istration that some of the offerers might qualify, the Navy: again 
extended the date to May 25, 1955. Only two had qualified by that 
date. The date was then extended to June 8, 1955, at which time 5 
of the 7 offerers had obtained approval by the Maritime Administra- 
tion of their applications for mortgage insurance; this approval was 
in principle only and based on minimum support. 

These 5 firms made offers to charter a total of 43 tankers at rates 
which were, in every instance, a mill or two under the statutory limi- 
tation of $5 per deadweight ton per month. Because of the three-to- 
a-shipyard limitation in the law, awards could be made for only 14 
of the 15 tankers desired. 

My staff negotiated with the offerors in an effort to point out areas 
wherein savings could be effected by the owners and passed on to the 
Navy in reduced charter hire. Then, on June 14, 1955, each offerer 
was asked to submit, not later than a specified hour on June 17, 1955, 

a sealed final bid to remain firm through June 30, 1955. These final 
bids were so poorly supported with proof of ability to finance the con- 
struction of the tankers, the Navy felt compelled to advise the bidders 
that it would require a successful bidder to provide a cash bond of 
$50,000 to assure that it could complete its financing within 60 days 
after being granted an award conditioned upon ability to finance 
the tankers. 

All final bids were evaluated by a special board designated by me 
from my staff. On the basis of that board’s ev: aluation, the analysis 
of all bids by the Procurement Division of the Office of Naval Ma- 
terial and my own recommendation concurred in by the General 
Counsel of the Navy, the Secretary of the Navy approved on June 30, 
1955, an award to United Oceanic Corporation of charters for 8 tank- 
ers of 25,500 deadweight-ton capacity at a charter hire rate of $4.80 per 
deadweight ton per month. It was determined to be in the best inter- 
ests of the Government to reject all other bids. 

At this time it was planned to issue immediately a new invitation 
for charters covering the remaining seven tankers. The original invi- 
tation had been issued almost one year before, and several adequately 
financed firms had in the meantime expressed a desire to compete 
in the event a new invitation should be issued. Also, the New York 
Shipbuilding Company had settled certain labor difficulties and had 
indicated it would seek to construct 3 of the tankers, thus making 
possible for the first time since enactment of Public Law 575, the con- 
struction of all 15 of the proposed tankers. 

Before a new invitation could be issued, action toward that end 
was halted by two developments over which the Navy had no con- 
trol. First, the Chairman of the Senate Interstate and Foreign 
Commerce Committee, on July 11, 1955, requested the Comptroller 
General to audit the award to United Oceanic to determine whether 
it was in accordance with the law, and second, on July 14 and 15, 
1955, certain of the unsuccessful bidders filed with the Comptroller 
General formal protests against the award. After prolonged investi- 
gations in connection with the audit by the Comptroller General and 
the protests referred to, the award to United Oceanic was upheld by 
the Comptroller General. The Comptroller General said in his re- 
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port, that “the record appears to be completely devoid of any evidence 
of favoritism, or arbitrary or capricious action” and that the protests 
furnished “no proper basis” on which to justify a holding “that the 
administrative action was illegal or improper.” 

Following the Comptroller General’s complete exoneration of the 
Navy in making an award to United Oceanic, the chairman of the 
Senate Interstate and Foreign Commerce Committee, on October 10, 
1955, requested from the Comptroller General an opinion as to the 
legal feasibility of the Navy reinstating the original bids of the un- 
successful bidders and negotiating with them for the remaining tank- 
ers. On November 1, 1955, the Comptroller General advised the chair- 
man of the Senate Interstate and Foreign Commerce Committee that 
to reinstate the offers of the unsuccessful bidders would “be contrary 
to accepted legal principles and conflict with the spirit of Public 
Law 575.” 

Pending final disposition of all questions before the Comptroller 
General, the Navy could not issue a new invitation for the remaining 
seven tankers. Neither could it go forward with the conditional 
award to United Oceanic. During this delay, certain of the commit- 
ments on which United Oceanic was relying for the construction of 
the tankers offered by it expired, and United Oceanic was unable to 
renew them. As a consequence, the Navy was constrained to with- 
draw the conditional award made to United Oceanic, and to proceed 
with a new invitation for charters covering all 15 of the proposed 
tankers. 

The Navy had been prepared to issue a new invitation immediately 
following the Comptroller General’s decision on November 1, 1955; 
however, at the request of a member of the staff of the Senate Inter- 
state and Commerce Committee, this action was deferred pending 
an opportunity for the chairman of the committee to review the Comp- 
troller General’s report. 

The second invitation for offers to charter tankers under Public 
Law 575 was issued November 14, 1955, being mailed to approximately 
325 persons and firms, including those who received the first invita- 
tion. Offers were to be submitted by January 3, 1956, to remain firm 
until and including February 2, 1956, and were to be accompanied by 
firm financing and construction commitments including approval of 
mortgage insurance to the extent required by offeror’s financial plans; 
or by a cash bond of $25,000 to assure existing commitments “in prin- 
ciple” were capable of being finalized within 30 days after a condi- 
tional award. 

I hasten to say that this second attempt was carried out with much 
less difficulty than the first. The matter of mortgage insurance had 
been clarified, with the Maritime Administration’s requirements being 
generally known to the trade. Financial institutions had developed 
a more definite and uniform pattern for their participation. More 
shipyards were available and their terms for deferred payments, if 
any, were better established; also, a more or less standard basic ship 
design had been developed by all shipyards. Equally important, the 
industry and the shipyards had come to realize that the Navy did 
not intend to pay more than a reasonable rate of hire for the charters 
and that it expected to obtain the use of tankers built in accordance 
with general specifications prescribed by the invitation for offers. 
Furthermore, potential bidders knew that the Navy would make every 
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effort to avoid giving an award to a financially irresponsible contrac- 
tor who would expect then to go out and find financing. 

In response to the November 14, 1955, invitation, offers were re- 
ceived from 5 firms for charters on a total of 21 tankers. Each 
offerer submitted commitments “in principle” covering the financing 
and construction of the tankers offered for charter, including “ap- 
proval in principle” by the Maritime Administration of its applica- 
tion for mortgage insurance. Each posted the required cash bond 
of $25,000. 

As was true with the earlier offers, the new quotations for hire 
were for the most part slightly under $5 per deadweight ton per 
month. Following brief negotiations with the offerers, we again 
adopted the procedure of asking each firm to make a sealed final 
offer, and on the basis of greatly reduced quotations, provisional 
awards were made on February 1, 1956, for the charter of 14 of the 
desired tankers, as follows: 

New England Tanker & Shipping Co., 2 tankers to be constructed 
by Ingalls Shipbuilding Cor p., charter hire to average $4.89 per dead- 
weight ton per month. 

Big Tankers Corp., 3 tankers to be constructed by Newport News 
Shipbuilding & Dry Dock Co., charter hire to average $4.855 per dead- 
weight ton per month. 

Oleum-Atlantic Corp., 6 tankers to be constructed by Bethlehem 
Steel Co., charter hire to average $4.855 per deadweight ton per month. 

North-Western Tanker Corp., 3 tankers to be constructed by New 
York Shipbuilding Corp., charter hire to average $4.855 per dead- 
weight ton per month. 

Big Tankers, Oleum-Atlantic, and North-Western, under common 
control, contemplate the joint operation of 12 ships, making possible 
the submission of a uniform rate for each. 

The CHairman. Admiral, these, as I understand it, were practically 
the same bidders, the same as the first bidders, but under different 
names, different corporations ? 

Admiral Deneprink. Yes, sir. 

The CHarrmMan. United Oceanic was the forerunner of Oleum ? 

Admiral Denesrink. No, sir. United Oceanic dropped out of the 
picture in the second go-round. The successor corporation to United 
Oceanic became the high bidder on the second offering of bids. 

The CHarrMaAn. But Oleum-Atlantic, North-Western Tanker, and 
Big Tankers, are the same corporation, are the same people involved ? 

Admiral Denesrinx. I think it may be said that they were all 
organized over again. Some of the faces changed. The financial 
backing changed. They came under common control. The name 
Oleum-Atlantic was retained. North-Western Tanker Corp. was a 
new firm that was added. And Big Tankers was a firm that had bid 
on the first go-round. 

The CuairmMan. Wasn’t there some question in the first go-round— 
I don’t know whether it is in the second or not—about a Chinese trust 
group involved ? 

Admiral Dennerink. There was a lot of conversation. 

The Cuarrman. I mean a trust fund of some kind ¢ 

Admiral Drenesrink. There was a lot of conversation in the street 
and around the industry that the United Oceanic Corp. had affiliation 
with the China International Foundation. 
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The CHarrMAN. But the bids then in all these cases, one is $4.89. 

Admiral Denesrinx. And the other 4 are $4.755. I will make a 
comparison between that and the previous bids. 

The Cuamman. Wasn't it also true that between the first go-round 
and the second go-round that some of the shipbuilding companies 
agreed to participate in the financing if they could construct the ships 4 

Admiral Denesrink. I think that was a question that was con- 
sistently active between the shipbuilders and the bidders. 

The Cuarrman. Of course the Navy would have no concern about 
that because they don’t care who does it, as long as the ships are deliv- 
ered. That is, as far as the building is concerned ? 

Admiral Denesprink. That is right. 

The Cuarrman. Then also between the first go-round and the sec- 
ond go-round I understand that more of the financial institutions 
became interested in the financing ? 

Admiral Denresrink. That is correct. 

The Cuarrman. And did not the Maritime Administration relax its 
financial requirements ? 

Admiral Denrsrink. I will ask Mr. Morse to speak to that. 

The Cuatrman, Isthat correct ? 

Mr. Morse. Not basically. 

The Cuatrman. But they made some changes that made it easier? 

Mr. Morse. I rather doubt that. 

The Cuamrman. You rather doubt that? They stuck to the orig- 
inal? 

Mr. Morse. Mr. Clarence Morse is here. He could answer that. 

Admiral Denesrinxk. I think it could be said that the Maritime Ad- 
ministration had crystallized its procedures. I do not think it had 
relaxed its requirements. 

The CuatrrmMan. Why did this add up to 14 instead of 15? I never 
understood that. 

Admiral Drenrsrink. If I may delay on that, I can show you that. 

The Cuatrman. Very well. 

I understand this is true, too—and this information came to me from 
our late general counsel, who unfortunately isn’t with us. Frank Pella- 
grini—that there also was some financial difficulty involved where 
some of the financial institutions refused to allow in the mortgage the 
administrative costs of making the mortgage, which amounted to a 
considerable sum in some cases. That couldn’t be included in the 
total. 

Mr. Morsr. That may be correct, Mr. Chairman. But that was a 
phase of the matter of little concern to us. We are not really ac- 
quainted with the full details. 

The Cuarrman. But that did delay somewhat some of the financing? 

Mr. Morse. I understand that it was a problem; yes, sir. 

The CHatrmMan. Go head. 

Admiral Drenesrink. All of the tankers are to have a capacity of 
25,500 deadweight tons. 

The CHatRMAN. Excuse me. When we passed the bill we believed 
we might interest people who might be in the actual business. That 
is, operating tankers. I might say that all of this reminds me that 
maybe I might have been right when I said, along with Carl Vinson, 
we should have appropriated the money and built them. But that 
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wasn’t the opinion of Congress and we went ahead this way. There 
were corporations that came in—some of them with some experience, 
I would think, in the shipping and tanker business—but the restric- 
tions were such, I must agree with you, that it didn’t attract the bid- 
ders that we thought it would attract at the time. 

So now we have to proceed as best we know how with these we have. 

Admiral DENEBRINK. Yes, sir. 

The CHairmMaNn. Go ahead. 

Admiral Denesrtnk. All of the tankers are to have a capacity of 
25,500 deadweight tons, and a sustained sea speed of not less than 18 
knots as required by Public Law 575. The charters will in every 
respect conform with the requirements of the act; they will provide 
for the construction of the tankers within 2 years and in accordance 
with designs approved by the Navy and conforming to the require- 
ments of the American Bureau of Shipping and the United States 
Coast Guard. 

These awards were conditioned upon the contractors being able to 
finalize their financing arrangements within 30 days from February 
1, 1956, or within extensions of such period as might be necessary to 
cover delays by the Government, or to permit agreement on definitive 
documerits, provided such extensions are found to be in the best in- 
terests of the Government. The original period has now been ex- 
tended to include April 2, 1956. All contractors represent that they 
expect to finalize their financing by that date. 

This next paragraph is important. I think it is all important, but 
this is very important. 

On the basis of the awards made, the average rate of each of the 
14 tankers ‘is $4.86 per deadweight ton per month. This rate of 
$4.86 for 14 tankers compares most favorably with the low bid of 
$4.80 received in June 1955, for 8 tankers. The reason for this favor- 
»ble comparison is that the June 1955 award was subject to escalation 
for increases in crew wages and certain other operating costs which, 
hy the date of the second award, would have increased the charter 
hire an estimated $0.056 per deadweight ton per month. These escala- 
tion increases are included in the hire stated in the recent awards, 
making the actual comparison $4.856 for 8 tankers as against $4.86 for 
14 tankers. 

The Cuatrman. Is the reason for some of these bids and the award 
for different amounts—1 for 3 and 1 for 6—because the bidders can 
make different bids on different numbers of ships? <A bid on one 
ship would have to be different than a bid on 4 or 5? 

Admiral Denreprink. And furthermore it was necessary that they 
have a shipbuilding contract with a shipbuilder. It so happened 
and I think to the good fortune of our progress, if you can call it 
progress, to date, is that they all made contracts with different ship- 
builders. For example, Oleum-Atlantic had a shipbuilding contract 
only with Bethlehem. New England Tankers only had a contract 
with Ingalls. And the other bidders likewise had separate ship- 
builders contracted for. 

The Cuarrman. There is a spread here of shipbuilders. 

Admiral Denrsrink. We have all of the shipbuilders except the 
Bethlehem yard on the west coast. When this contract was started 
up, there were, under the restrictions of the legislation, only 7 yards 
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that could build these ships. Multiplied by 3 ships per yard would 
give us a total of 21 keels to be laid, and our program called for 20 
ships. 

Further action to procure the fifteenth tanker has been postponed 
pending developments in connection with the provisional awards made 
for the other 14. When the present awards are finalized, considera- 
tion will be given to the procurement of the fifteenth charter. Should 
any of the present awards fail, the next invitation will relate to all 
charters not then fixed. Procurement under Public Law 575 of a 
single charter will, of course, present some special problems due to 
the three-to-a-yard limitation. There is only one shipyard in which 
this fifteenth tanker could be constructed. The lack of competition 
among shipyards and the increased cost of building a single tanker 
may result in further procurement being uneconomical for the Govern- 
ment. 

The Cuarmman. Right there: One tanker is being held back and it 
might possibly be built if one of these bids failed ? 

Admiral Deneprink. Yes, sir, or we might seek remedial legisla- 
tion to remove the three-to-a-yard restriction, so as to get increased 
competition among all the yards for the fifteenth ship. 

The CHatrman. Or you might have to ask Congress to be able to 
negotiate the tanker that is left? 

Admiral Denrerink. Certainly we will have to come to the Con- 
gress when this thing develops a little further. 

The CuHairman. If all the bids hold up then you will have to do 
something, apparently, about the one tanker ? 

Admiral DENEBRINK. Yes, sir. 

The Cuarrman. If they don’t hold up it may be possible to put that 
in to one of the other bidders? 

Admiral Dreneprink. Yes, sir. And I will talk in a second about 
a second ship which we are still lacking. 

The Cuarrman. All right. 

Admiral Deneprink. Delay such as I have outlined in connection 
with a program so important to the national defense is not a matter 
to be jean lightly. It has been most distressing to the Navy. Some 
of this delay can be attributed to restrictions in Public Law 575 which, 
although it was not anticipated at the time of enactment, had the 
practical effect of making the Navy dependent for charters on poten- 
tial contractors with minimum financing, even with mortgage insur- 
ance. 

The Cuatrman. I think the delay has been regrettable, and I must 
say in all fairness that I was responsible for at least about a 30-day 
delay in the matter because I did want the Comptroller General to 
look at this very carefully and he did. It srohdhie isn’t a delay at 
all in the long run because had they been let without the Comptroller 
looking at them I was afraid he would take them over anyway for 
a period of time. 

Admiral Deneprinx. I am certain that a matter involving so much 


money as this must have had to go to the Comptroller General sooner 


or later. 
The C#arrman. I think it all gets down again to the basic policy 
that was proposed for 15 tankers. Carl Vinson and I had long con- 


versations about this. We just came to the conclusion that there 


should be an appropriation and then let out on a charter basis. But 
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Congress deemed otherwise. I think I said in the original testimony 
that I was afraid that there was going to be this trouble of financing, 
despite the fact that we changed the law here even on merchant ships, 
hoping that something would work, but it didn’t. 

Admiral Denesrink. If I might interpolate there a moment, I 
think it is typical of the trouble I am always in, Mr. Chairman. Had 
you gone ahead and had all 20 of these ships built with Government 
appropriated funds, they would all have been Government-owned 
ships. I would then have been in more trouble under the 50/50 law. 

I remember discussing this matter with Mr. Vinson because at a 
time when he was taking the question of Government appropriated 
tankers up on the third floor of the House Office Building, another 
committee of the House meeting on the second floor was inquiring 
into why I operated Government-owned vessels. And Mr. Vinson I 
think at that time—it is a matter of record—said we will build the 
ships with government money, or words to that effect, and, I will take 
care of the 50/50 bill. 

We have a lot of problems, Senator. 

The CHarrMan. Yes. We do, too, up here. 

Admiral Deneprinx. In the circumstances, all offers up to April 
17, 1955, were contingent upon the offerors being able to obtain mort- 
gage insurance. Part of the delay must be attributed to a related 
cause—the time required to clarify questions concerning the avail- 
ability of mortgage insurance to be furnished by the Maritime Ad- 
ministration, particularly to newly formed corporations financed with 
a minimum of equity capital. 

Over 100 days of the delay—from July 11, 1955, to November 14, 
1955—must be attributed to the administrative procedures by which 
procurement programs of an agency of the Government may be de- 
layed by unsuccessful bidders filing protests with the Comptroller 
General. 

Even had the Navy been willing to go forward with the condi- 
tional award while it was the subject of an audit by the Comptroller 
General or under strong protest by unsuccessful bidders, it is not 
likely that in those circumstances any bidder could have finalized 
its financing. I do not advocate the denial of such protests or audits; 
the processes of democracy and good government require that these 
avenues of inquiry remain open to the Congress and affected citizens. 
The purpose of this analysis is simply to identify the causes for delay. 
Neither do I offer any solution to the problem other than strict ad- 
herence by the agency involved to well established and accepted pro- 
curement procedures. In procurement of the type and magnitude of 
the long-term tanker charter program and with the best of procedures, 
protests by disappointed bidders cannot always be avoided, even when 
completely unjustified as they were found by the Comptroller General 
to have been in this instance. 

I now move on to the 5 tankers which the President was authorized 
by Public Law 575 to construct, for which purpose an appropriation 
of $30 million was included in the Supplemental Appropriations 
Act Public Law 663, 83d Congress, 2d session. 

The Navy was designated to undertake this procurement, and fol- 
lowing the development of a suitable design to incorporate the speci- 
fications provided in Public Law 575, the Navy requested the Mari- 
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time Administration to accomplish the actual procurement. This re- 
quest was made because the tankers are of a strictly commercial 
design. 

The invitation for bids to construct the tankers was issued by the 
Maritime Administration August 27, 1954, and bids were opened 
November 17, 1954. Awards were made on November 19, 1954 as 
follows: Sun Shipbuilding Co., three tankers at a fixed price of 
$6,581,191 each. 

Ingalls Shipbuilding Co., one tanker at a fixed price of $7,918,000. 

The Cuarrman. I suppose that is a good example. When you 
build three you can do it cheaper than when you build one. 

Admiral Denesrink. That is exactly correct. 

These awards totaled $27,661,573 or an average cost of $6,915,393 
per tanker. To these costs will be added certain expenses including 
design costs but the total will be well within the $30 million appro- 
priated. However, it will be noted that only four of the five tankers 
were procured. The fifth tanker cannot be obtained without the 
appropriation of additional funds. 

And I might interpolate here that when we asked for money for the 
tankers we estimated the construction cost to be $714 million per 
ship. All of our estimates in this whole program were predicated on 
that. When the Congress gave us $30 million we knew that we could 
only get 4 ships, although the authorized number was 5. 

The cost of constructing the fifth tanker on today’s market prob- 
ably would exceed the price paid for the 1 being constructed by the 
Ingalls Shipbuilding Co. 

KXeels for these 4 tankers were land soon after the awards, and the 
first of the hulls was launchesd on February 16, 1956, and that was 
at Chester, Pa. I was present, and it is a fine-looking ship. The 
second ship was launched by Ingalls yesterday at Pascagoula. The 
other launchings are soon to follow, and all the tankers are now sched- 
uled for completion on or before November 30, 1956. 

And again I must interpolate: We have had even more delays 
because the Westinghouse strike has entered into this protraction, be- 
cause the engines for these ships are to be furnished by Westinghouse. 
And it will take, we figure, 14 weeks after the Westinghouse strike 
is (inished, before the ship launched at Chester, Pa., on the 16th of Feb- 
ruary, will be completed. 

This has probably been a tedious recitation, but necessarily so if 
the committee is to understand fully the difficulties involved. Permit 
me to conclude by saying that the Navy developed and proposed the 
program by which fast modern tankers were to be time-chartered from 
private owners on a long-term basis. It urgently needs the tankers 
for defense mobilization purposes and believes in its program to 
acquire them. It has undertaken to implement that program in ac- 
cordance with the statute enacted by the Congress. 

Despite the many difficulties inherent in some of the statutory re- 
quirements, and notwithstanding delays occasioned by circumstances 
beyon the control of the Navy, it is assured of early delivery of 4 of the 
5 tankers to be constructed by the Government, that being all for 
which funds were provided, and it has made awards for charters 
covering 14 of the 15 tankers to be constructed by private owners. It 
fully expects those awards to materialize into actual construction with- 
in a reasonable time. 
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The Cuatrman. Admiral, it was a long recitation, but I think in 
view of the many questions and the many difficulties encountered it 
was well worthwhile to have the record clear on the matter. 

I do understand that it is the intention of the Navy, if all the bids 
stand up, to confer with us as to the possibility—whether it be legis- 
lation or authority—to put the 15th tanker in some place. Is that 
correct ? 

Admiral Denresrink. Not only the 15th, sir, but the 5th of the Gov- 
ernment. 

The CuarrmMan. So that we can then complete the program ? 

Admiral DeneprinkK. Yes, sir. And I would feel that it would be 
premature to move on those two ships until we have greater finality. 

The Cuarrman. Thank you, Admiral. We will set a date for you 
to come back. 

[ think we will let the Hoover matter go today because again it 
is awfully late. The Chair will confer with your office the first of the 
week and we will get a date set that is convenient to everybody. 

..dmiral Deneprink. I think there are six recommendations, Mr. 
Chairman. The Department of Defense has prepared its view with 
regard to allofthem. It will not be too long. 

The Cuarrman. And I have some questions that I wish to ask that 
will take some time, too. 

Admiral DeNnEsrink. May I say, upon the end of today’s meeting, 
that I appreciate your courtesy in permitting me to make this presen- 
tation on this vital matter. 

The CHarrman. Thank you, Admiral. 

We will now hear Mr. Mayer. 


STATEMENT OF ROBERT E. MAYER, PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Mayer. Instead of reading this statement I think I can give 
you the substance of what our views are. If you will turn to table 1, 
which is attached to the statement—it is a long table at the end of the 
statement, printed sideways—first I would like to explain what that 
table is. It is an attempt to show the type of shipping arrangements 
used by MSTS with respect to trans-Pacific cargoes only. That is, only 
those cargoes that are moving to definitely trans-Pacific areas, includ- 
ing Hawaii however. 

[ have taken out of it the Canal Zone, Caribbean, South America, 
British Isles, Europe, Mediterranean, Persian Gulf, Red Sea, or 
Indian Ocean cargo. 

So this is purely what you have before you, a trans-Pacific picture 
of how MSTS employed various types of shipping. Also table 1 is 
only the California outbound portion of it. It is only those cargoes 
moving from California ports outbound. 

The significant piece of cargo is the general cargo. If you will look 
at the types of cargo in the left-hand column you will find general 
cargo. That is a significant one because it is probably most suscep- 
tible to handling in a private vessel and because it is the largest single 
block of cargo. And it is that which is most susceptible. 

We have attempted to show, if you will look under the berth and 
space columns, next to the last one from the right, we have attempted 
to show for the fiscal years 1954, 1955, and 1956, the percentage of 
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those total cargoes which MSTS has in fact devoted to the privately 
owned, operated, and controlled ship. 

If you will look under “Berth and space,” opposite “General,” you 
will find that in the 3 years covered they devoted specifically 66.2 
percent in 1954; 83.6 in 1955; and 79.8 in 1956. 

The 1956 figure, however, is of course an estimate because it is based 
only upon the first half of fiscal 1956; that is, it is the cargoes that 
were allocated from July 1 to December 31, 1955, calendar year. We 
simply doubled them and thus it is purely an estimate and not 
entirely valid. It is only put there for comparison purposes. If the 
volume were to continue as it is then the 1.226 million ton figure would 
be accurate. 

Now, if you will look over under Nucleus, you will find that the 
tonnage devoted to nucleus in the successive years, namely 291,000; 
194,000; and a projection of 124,000 has successively decreased. 

The CuarrMan. Do these figures fairly coincide with the admiral’s 
figures ¢ 

Mr. Mayer. Yes, they do. 

The picture that he gave you, however, was one I think on a national 
scale, covering all cargoes. 

The CuarMan. But this seems to be somewhat of a typical example 
moving out of California ports. 

Mr. Mayer. I offer it because it is that which is the most important 
to the berth lines, and most susceptible of berth handling and the 
largest block. 

You will note that there has been substantial improvement in the 
allocation of general cargo to the berth line vessels, 66 percent, 83 
percent, and now down to 79.8 percent. If you will look at the bottom 
of the berth and space column, you will find that overall it was 56, 
77, and now back down to 61. 

The significant thing on this table, we believe, is, if you will look 
under the charters and NSA column again, general cargo, you will 
note that in 1954 there were 600,000 tons handled on chartered and 
NSA vessels in 1954. 

In 1955 it dropped down to 63,000 tons and in 1956 it increased 
to 186,000 tons. 

The CHamman. Why is that? , 

Mr. Mayer. We don’t know. There is a difference there of 123,000 
tons which the berth lines of course would like to enjoy and could 
have lifted. 

In the text of this statement we offer a couple of possible expla- 
nations as to why MSTS had to go so heavily into charters and 
NSA. Asa matter of fact, it wasn’t charters they went in to, it was 
NSA. It was laid-up ships. Two possible explanations are, as 
Admiral Denebrink pointed out in his case, that the charter rate 
increased substantially in the calendar year 1955. However, the berth 
rate did not. The berth rate increased 11 percent in about the first 
of May, 1955. So we don’t see how the increased tramp rate could 
have been a factor in the requirement that MSTS put 120,000 tons 
on NSA vessels. Possibly a more valid explanation—and this we 
can answer ourselves—might be in the fact that they had an increased 
demand placed upon them for vehicles. 

If you will look immediately below, in special cargoes, you will see 
that in 1955 they only had a demand for 41,000 tons, whereas in 
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1956 they had a demand for 147,000 tons. It may be that so much 
of those vehicles were in fact privately owned vehicles, and thus not 
permitted by law to go on the private berth, that MSTS was required 
to allocate that much more additional bottom general cargo to the 
NSA vessel in order to handle their vehicles. 

We don’t know that because we do not know how that 147,000 tons 
of vehicles—and that is an estimated figure—is divided between the 
military vehicle, which we can handle, and the privately owned ve- 
hicle which by law we cannot until and if S. 2286 becomes law. We 
think that is the significance of that part of the table. 

The CHairmMan. On general cargo in 1954, they hauled 22 percent? 

Mr. Mayer. That is right. Under charters and GAA, 

The Cuarrman. Then they went down to four. Now they are back 
up to 12. 

Mr. Mayer. That is correct. 

The CHarrMan. What is the reason for that? 

Mr. Mayer. As I say, the only possible explanation that I can think 
of is the fact that they had such a heavy demand on vehicles, which is 
just below that—147 000. 

The Cuarrman. What you say in your statement, I assume, and what 
you are trying to say here, is that the private shippers still think that 
there is a great deal of cargo that they can handle that MSTS is not 
putting out ? 

Mr. Mayer. Yes. 

The Cuarrman. There has to be a variance, of course, and everybody 
appreciates that. 

Mr. Mayer. We think there has been a very substantial improve- 
ment and our statement says that we believe MSTS should be com- 
mended for that improvement. But if 124,000 tons of general cargo 
on the nucleus for 1956 is about right for prudent management, then 
the other 123,000 tons of general that went to NSA could have gone 
to the berth. Possibly what prevented it is vehicles. We don’t —e 
how many were military which we could handle, and private whicl 
we could not. 

The Cuamman. Is it possible to find that out ? 

Mr. Mayer. I am not sure it is possib'e for the industry to find out. 
I must admit that I have not requested that specific information. 

The CuarroMan. I don’t know. I see the Admiral standing up. I 
am sure MSTS would be willing to either explain this or give you the 
information, would you not ? 

Admiral Deneprink. Without benefit of the data I would say, Mr. 
Chairman, that the increase during 1956 reflects the large amount of 
tonnage that we carried in our Arctic operation which had to go in our 
own Victory ships. 

Mr. Mayer. This has no Arctic operation. 

The Cuatrman. This is all transpacific. 

Admiral Drneprink. I had an Arctic operation which involved 
about 540,000 tons of cargo. I had to take all my own nucleus fleet 
dry cargo ships for that Arctic operation. I then had to replace them 
by National Shipping Authority general agency ships to move private 
vehicles. So all of the private vehicle lift which I used to carry in my 
own nucleus fleet ship was for a large period of months carried by 
the National Shipping Authority ships. 

81981—56——7 
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Mr. Mayer. That confirms that I thought, that would be the only 
possible explanation. 

The Cuarmman. Let me ask this for information: Would the pas- 
sage of the bill clarify this situation ¢ 

Mr. Mayer. The passage of the bill would at least make it possible 
for MSTS to have some discretion in the matter and determine 
whether or not it could do that. 

The Cuatrman. Then both of you, MSTS and the shipping people 
themselves, I would think would urge the expeditious handling of 
this bill? 

Mr. Mayer. Yes, sir. 

The Cuarman. Which I think I can get done in the next week, 
if the conference doesn’t tie it up. 

Mr. Mayer. I don’t think I have to take the time of the committee 
or the rest of the people here with the other table, Senator. The next 
table is simply Washington-Oregon outbound. The other two tables 
are California inbound. 

The CuarrMan. Don’t pass over Washington-Oregon too fast. 

Mr. Mayer. I was only doing so because they present a very similar 
picture, except that the volume is not quite so high. It shows that 
MSTS apparently for the reason that has just been suggested, was 
required again to go heavily into NSA vessels. 

You will note under general cargo they increased it from 25,000 
tons in 1955 to 74,000 tons in 1956. However, they also increased their 
nucleus. 

The Cuarrman. But this bill may relieve that situation ? 

Mr. Mayer. Yes, sir. There is no vehicle irritation in this. Yes, 
there is, too. Yes, the vehicle thing comes into this, too. 

The Ciamrman. But you think, generally speaking—and of course 
your statement will go into it in full—that the situation on the alloca- 
tion of cargo with MSTS has been on the upgrade ¢ 

Mr. Mayer. Yes, sir. We hope that the vehicle bill may improve it. 

The Cuairnman. That is outbound. What about inbound ? 

Mr. Mayer. Inbound is covered by tables 3 and 4. You will note 
that the berth lines have never enjoyed the percentage of allocation 
on inbound that they have on outbound. For example, on table 3, 
under berthing space, we received 4 percent of the cargo in 1954— 
= at is gener: al cargo—17¥4 in 1955, and a projection of 30 in 1956, 

believe it was just a little while ago testified here, although I will 
ee corrected because I am not sure I heard correctly—that there 
is a little bit of difference in the priority on the inbound. I am not 
sure whether I heard correctly. 

The Carman. Why would the inbound be different than the out- 
bound, for the purpose of the record / 

Mr. Mayer. I don’t know why. It apparently is required by MSTS 
to make it different. I don’t understand why. 

The Cuarman. Admiral? 

Admiral Denesrink. We come into the field of prudent manage- 
ment there, sir. When we move outbound we take the nucleus fleet 
ships, the berth line vessels, then the chartered ships. Suppose we 
arrive in Japan then. I have some nucleus fleet ships that I have 
to pay for their operation no matter what they carry. I have some 
chartered ships that I have to pay for their operation, no matter 
if they come back empty. But if I put cargo in a berth line ship 


axe 





MILITARY SEA TRANSPORT SERVICE 95 


on the return, and sail a time-chartered ship empty, I am not carrying 
out an economical operation from the point of view of the Govern- 
ment. ‘Therefore, I have got to utilize all of my controlled shipping 
to the maximum on the return, rather than to pay out Government 
money to a berth line ship and let my time-chartered ship, that I have 
already paid for, sail empty. 

The Cuairman. Is that a logical explanation, Mr. Mayer? 

Mr. Mayer. I think that comes right up to the basic question of 
public policy that is before the committee, as to whether we are to 
ask all agencies of our Government to give maximum encouragement 
to the private merchant marine, the Merchant Marine Act, or whether 
prudent management is a qualifiation of that overall national policy. 
[ don’t know what the comparative costs, MSTS versus private ship- 
ping, are. I would like to comment on that. I would hope that some 
day one of our congressional committees will make a full determina- 
tion of it because I think it will be the greatest possible tool that we 
can have in evaluating the public policy question that is before us. 

The Cuatrman. I think I would like to see that but I have never 
been able to get comparative costs. I don’t know whether it is an 
accounting problem or whether there are so many intangibles involved 
in a Government operation. 

Mr. Mayer: There are so many divergent views on it as between 
Government and shipping that 1t would have to be done by some 
other authority. 

The Cuatrman. I would think that—— 

Mr. Mayer. Between MSTS and shipping, I mean. 

The CuarmMan (continuing). Running a ship with a certain num- 
ber of people operating it, the costs couldn’t be greatly out of line one 
way or another. Probably more so in a Government operation. I 
don’t say this critically—of Government operation—because inherent 
in a Government operation comes what I call waste. 

Mr. Mayer. When income tax and depreciation 

The CHarrMan. Yes, the tax situation is involved. 

Mr. Mayer. And vessel replacement. 

The Cuarrman. Yes, and capital outlay. It is entirely different. 

Mr. Mayer. And recapture. 

[ have only one additional comment. 

The CuatrMan. Do you agree with this statement: that probably 
a great deal more could be done on the inbound ? 

Mr. Mayer. Yes, sir; I think so. 

The CHarrman. I think that is the consensus of opinion in the 
industry. 

Mr. Mayer. It certainly ison the Pacific Coast. 

The Cuarrman. But that on the other hand, MSTS has been doing 
much better on the outbound ? 

Mr. Mayer. Yes, sir; considerably better. 

I have only one further brief comment, not connected at all with 
the statement. It goes to the quotation the other day in the MSTS 
presentation of—I don’t know whether the rates were quoted but it 
was pointed out that they offered eight full cargoes of coal and the 
vessels, American flag, were not available at the right rate. I under- 
stand that that statement was offered only for the purpose of showing 
the comparative availability rather than to indicate a spiraling of 
rates. I just wanted to be sure that the record is clear that the berth 
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rate, that is, the berth rate and the berth space charter rate, has not 
had substantial increase, and that we are prepared to handle prac- 
tically all of the general cargo that they can offer, except, of course, 
that which goes to an area we cannot serve, or is of such a character 
that it must be handled on a completely military vessel. 

The berth rate and the berth space charter rate, has not had sub- 
stantial increase, indicating a need to go to other types of vessel 
employment. 

This is our only additional comment. 

The CuarrmMan. You say on page 7 of your statement re Washing- 
ton, Oregon, and C alifornia: 

The privately owned and controlled vessel lost ground in 1956 to both the 
nucleus fleet as well as to NSA ships— 
we heard some explanation of that— 
the latter again receiving three times the general cargo in 1956 that they did in 
1955. 

Mr. Mayer. That is on table 2. 

The CHarrman. Here is one thing that I think should be cleared up: 

The rate aspect seems to be the only remaining question, and here again the 
industry is not informed of NSA transport costs. 

Can't you get those figures ? 

Mr. Mayer. That is the cost we were just talking about. What does 
it cost to handle a ton of cargo in MSTS vessels against private. We 
can’t get them, of course. 

The CHairMan. Do you think it is possible to arrive at those costs? 

Mr. Mayer. I think it would be possible by a congressional commit- 
tee to come to its own conclusion as to what those costs are. It would 
be a technical job. I think, as I said before, it would be one of our 
greatest tools in evaluating this question: what is comparative cost, 
when you figure all of the factors in like recapture, vessel replace- 
ment, income tax, depreciation, and all the rest of it. We hope it 
can be done some e day, and we think we can ene the test. 

The Cnairman. I can say for myself that I think it ought to be 
done. I have just never been able to get it. It has always been gen- 
eral s‘ateme . s of the cost of operation. I have some decided ideas 
myself on it, but I surely would stand corrected if I could get figures. 

Mr. Mayer. I would think a congressional committee or subcom- 
mittee might have the authority. 

The Citamman. We could ask for them, yes. 

Mr. Mayer. You could examine the books. We don’t have the 
authori‘ y, of course, and should not have. We don’t presume to have. 

The CHarmman. We could ask for it. I think it might be desirable 
that we doso. This argument could continue ad infinitum as long as 
we don't know the whole cost, even down to each ship. 

Mr. Mayer. We certainly think it would be worthwhile. 

Mr. Bournon. Senator, did not GAO make a study of MSTS 
couple of years ago? 

The Cuarrman. I don't know. It might be well to explore it. If 
they have we ought to get it. 
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Mr. Bourson. I think they came up with the same answer that 


Hoover did; you can’t get the cost. There is no way of arriving at 
the comparison of costs. 


The Cuatrman. There must be some way. I don’t know. 

Mr. Mayer. I would like to try it. 

The CHarrmMan. I know when we had railroad rate matters up here 
it has been utterly impossible—I have talked to other men who have 
been here longer than I on this committee, some of them now gone— 


to find out what it cost to transport a given ten a mile. They said 
you can’t find that out. I suppose there is a somewhat similar propo- 


sition on shipping. We will try. I think we ought to get into this. 
Then we will know. If we can’t do it here, the Appropriations Com- 
mittee can well do it. 

Thank you, Mr. Mayer. 


(The prepared statement of Mr. Robert E. Mayer is as follows:) 


STATEMENT OF ROBERT E. MAYER, PRESIDENT, PACIFIC AMERICAN STEAMSHIP ASSO- 
CIATION, BEFORE THE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
UNITED STATES SENATE, IN REGARD TO S. 822, MarcH 15, 1956 


This is the third time in 9 months that the Pacific Coast American-flag carriers 
have had the oyportunity to appear before your committee. On behalf of the 
Pacific Coast operators, I should like to express the gratitude of the industry for 
your continued interest and to expressed their hope that even after passage of 
S. $22, which we hope can come about this year, your committee will “audit” this 
situation by such a hearing as this at least annually. 

The bases for the continued interest of the Congress and the industry are, 
of course: 

The merchant marine policy of the United States as set out in the Merchant 
Marine Act of 1936, which is a direction to all Government agencies to encourage 
a privately-owned and privately-operated American merchant marine. 

2. August 1951 agreement between Secretaries of Commerce and Defense (p. 49, 
House Merchant Marine and Fisheries Commission hearing March, April, May, 
1954, part I), as interpreted by MSTS (p. 10, supra) resulting in this priority 
of vessel employment by MSTS: 1. Nucleus, 2. Berth, 3. Private Charter, 4. NSA, 
and 5. foreign flag. 

3. Policy statement of Chief of Naval Operations concerning operation of 
MSTS (p. 21, supra) directing maintenance of a nucleus fleet to fill needs beyonds 
capability of the private fleet; to be immediately available; and to allow for 
expansion to meet defense needs. 

4. Hoover Commission recommendations regarding MSTS, March 1955. 

Neither the House nor Senate has by legislation, nor we believe, by report, dealt 
specifically wi*h the MSTS interpretation of the Commerce-Defense Agreement, 
or with the last two factors in No. 3 above, that is immediate availability and 

capacity for expansion. 

It might be pointed out in connection with No. 3 that the private merchant 
fleet, plus the reserve fleet provide availability and expansion capacity. In the 
event of war, they constitute the fleet that will accomplish the war lift under a 
civilian shipping authority as it has three times in World War I, World War IT, 
and the Korean War under the United States Shipping Board, the War Shipping 
Administration, and the National Shipping Authority, respectively. 

With this background, we should like to present the picture of MSTS utilization 
of private shipping in 1956 fiscal year to date, as related to previous years, with 

respect to Transpacific service only. 

The comments that follow, and the summary tables that will appear with the 
comments are all drawn from the detailed tables 1 to 4 attached hereto. 

The tables and comments differ in a very important way from those submitted 
by us to your committee last July and September. The tables attached to this 
statement cover cargoes moving between Pacific Coast United States ports and 
Transpacific destinations (including Hawaii) exclusively. Cargoes to and from 
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Canal Zone, Caribbean, Mediterranean, Europe, Persian Gulf-Red Sea, and 
Indian Ocean, which were included in last year’s statements, have now been 
deleted from our new tables for the 3 years shown. We now present a purely 
Transpacific picture. 

The first observation is covered by the following summary table: 


TABLE A.—Mecasurement tons, transpacific, 1956 * 





Percent 
Total tons Berth and berth and 

rs a tae space 
California O/B . 2,625,994 | 1, 610, 620 61.3 
Washington, Oregon O/B 853, 180 578, 088 | 67.7 
Total cost- 3, 479, 174 2, 188, 708 | 62.8 
! — 

1 Fiscal basis Ist year only available Projected on basis 1st 6 months. 


MSTS, onthe basis of the first 6 months (7—-1-55 to 12-81-55) will move 
3.4 million measurement tons of cargoes of all types from United States Pacific 
coast ports to transpacifie destinations, including Hawaii, in fiscal 1956. Of 
that movement, privately owned and privately controlled vessels will handle 
2.1 million tons, or 62.8 percent, if MSTS continues to allocate as it did in the 
first one-half year. 

Private operators will fare a little better percentagewise out of Washing- 
ton/Oregon than out of California, though handling only somewhat over one- 
third the cargoes that will move from California ports. 

The second observation provides a comparative picture of percentage allo- 
eation of all cargoes to privately owned and controlled vessels for the 3-year 
period (fiscal) 1954, 1955, and 1956. 

TABLE B.—Transpacific, percent allocation to berth, 1954, 1955, 1956 


1954 1955 1956 ! 
( ) 5.8 77.4 61.3 
Vv 2 82. 67.7 
] ] 6.0 79.0 62.8 


Projected o1 isis Ist half year. 

Thus, it is seen that while the privately owned and controlled vessel enjoyed 
a substantially greater portion of MSTS cargoes in 1955 over 1954, it will 
lose in 1956 half of the ground that it gained the previous year. 

Applying the percentage figure for 1955 to tonnage figures for 1956, the 
private vessels on the coast will “lose” some 420,000 tons of MSTS cargo, if 
policy in the first 6 months prevails until June 30 this year. This is equivalent 
to 60 full loads on a 7,000-ton load basis, or full employment for about 9 ships 
on an average Transpacific turn-around basis of 55 days. 

Two possible explanations might be explored for this reduced allocation to 
the privately owned and controlled ship. 

The first would be the question of availability of space on berth line vessels. 
While we have not prepared detailed figures on this subject, it can be said 
that there was some “tightening” of space in the first half of fiscal 1956, i. e., 
the last half of calendar 1955. However, traffic representatives for Trans- 
pacific lines assure me that together they easily could have lifted the additional 
cargoes. 

The second explanation one might explore is whether it was necessary out 
of “prudent management” to so reduce the cargoes routed via private vessels. 
That is, the question might be explored as to whether it was necessary to hold 
this much cargo on the nucleus (MSTS owned) vessels so as to avoid running 
them empty or too light to accomplish “prudent management.” 

This would not appear to be the case. The two major cargo classifications 
generally susceptible of berth line carriage, and at the same time constituting 
the largest two blocks of cargo, are “general,” meaning general cargo; and 
“special” meaning vehicles. Table 1, attached, reveals that in the case of gen- 
eral cargo, MSTS has successfully reduced the allocation out of California to 
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its nucleus fleet in each of the years (291,000—1954; 194,000—1955; 124,000— 
1956). The same table shows however that while it drastically reduced this 
cargo allocation from California to chartered and NSA vessels in 1955, it tripled 
that allocation again in 1956 (606,000—1954; 63,000—1955 ; 186,000—1956). 

Thus, of the 420,000 “lost” tons to the private operator for fiscal 1956 (if 
Ist half allocation policy prevails in 2d half) 123,000 tons of general cargo 
are accounted for in this shift back to broader use of chartered and NSA vessels. 

The answer to this block of cargo “lost” to the private vessel in this case 
lies in increased use of vessels from the inactive reserve fleet. Of the 186,000 
tons of general cargo shown on table 1 to have been routed via private charters 
and NSA (reserve fleet) vessels, 173,000 tons went on NSA ships and only 
13,000 on private charters. This is revealed by an examination of detail figures 
showing the division between NSA ships and private charters (not included 
in this statement, but available to the committee from MSTS). In the previous 
year, 1955, only 55,000 tons went on NSA vessels, with 8,800 on charters. 

The policy question involved then, is whether increased berth rates justified 
the depriving of the privately owned ships of this cargo and diverting it to 
the Government-owned NSA ships. Perth and charter rates did increase in 
mid-calendar year 1955. But the question remains as to whether those increases, 
particularly berth (about 10 percent) justified the substantial shift to NSA 
vessels. 

To answer that question, the true full cost of transport on 
have to be determined, including cost of breakout of such vessels; plus the 
position of MSTS in NSA vessels just previous to the beginning of that fiscal 
year. This is information not available to the industry. 

The “special” «ategory of cargoes represents the second classification in which 
the privately operated and controlled vessel “lost” cargoes in 1956 as aguinst 
1955, on the basis of the first half of fiscal 1956. 

Of the 420,000 tons lost in 1956 over 1955 on the basis of applying the 1955 
percentage figure (77.4) to the 1956 total of 2.6 million tons, it might be said 


that another 106,000 tons were lost in the special category. ‘Table 1 shows 147,000 


NSA ships would 


tons of this cargo moving in charters and NSA vessels in 1956, as against 41,000 
in 1955. Again the heavy use was of NSA ships over the charters on about 
a 6-to-1 basis. 

This is subject to the same test as in the case of general cargo, except that 
before the relative cost of NSA versus berth transport is determined, it would 
be necessary to know what portion of the 147,000 tons of vehicles moving charter 
and NSA, as well as those moving nucleus, were military vehicles, and thus 
susceptible of handling in private vessels. MSTS cannot, under present lav 
move privately owned vehicles of military personnel in berth ships. It is not 
known to the industry what the division is between private and military vehicles 

As your committee knows, both the Senate and the House has passed S. 2286, 
to remedy this feature of the law. And it is of record that MSTS endorse his 
correction of the law. <A conference report is presently awaited on this bill 

In fairness to MSTS, it should also be pointed out that the degree to which 
that Agency can allocate general cargo to the berth vessel is measured to some 
extent by the numbers of vehicles it is required to handle. In this connection, 
it should be pointed out that vehicles out of California increased from 347,000 
tons in 1955 to 479,000 tons in 1956, on basis of the first half year. This lcd 
have been a factor in the diversion of some of the general cargo to NSA vessels 


as mentioned above. 


possibility of further remedy in the general category. 

The Washington/Oregon picture as shown in table 2 is similar to the Cali- 
fornia picture just discussed. While the total cargo of all classes moving out 
of that area dropped from 1 million tons in 1955 to 853,000 tons in 1956 on basis 


1O-- 


of the first half year, the berth percentage dropped from 82.6 percent in 1! 
to 67.7 percent in 1956 (table 2 attached). 

In this area, MSTS increased the share allocated to the nucleus fleet, rather 
than decreasing it as it did in California. But with respect to charters, it tripled 
the allocation to the charter/NSA ships, almost the same ratio by which this 
class of vessel was favored in California in 1956 over 1955. 

In the case of Washington/Oregon, however, there was no increased require- 
ment placed on MSTS by way of vehicles. Hence this possible factor is missing 
in the Washington/Oregon picture. 

In summary of the outbound picture then : 
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1. In California, the privately owned and controlled berth line vessel lost 
considerable ground in fiscal year 1956 (on basis first half year) to the NSA 
vessel. Its percentage of general cargo dropped from 83.6 to 79.8 percent, whereas 
the volume of this class of cargo remained almost constant. It might be said 
that it “lost” 123,000 tons to NSA ships, who received three times the general 
cargo as in the previous year. Two possible reasons are assigned. Increased 
berth and charter rates and additional requirements for vehicles. The indus- 
try does not have available to it information with which it can evaluate these 
possible reasons. 

2. In Washington/Oregon, the privately owned and controlled vessel lost ground 
in 1956 to both the nucleus fleet as well as to NSA ships, the latter again re- 
ceiving three times the general cargo in 1956 that they did in 1955. Vehicle 
requirements do not appear to be a factor here, since they dropped in 1956 under 
1955. The rate aspect seems to be the only remaining question, and here again 
the industry is not informed of NSA transport costs, nor of the MSTS position 
in NSA ships just before the fiscal year began. 

The inbound picture is shown in tables 3 and 4, attached. 

Inbound general and special cargoes to California both showed improve- 
ment in 1956 over 1955. (Table 3) General cargo inbound was allocated to the 
berth in these percentages for the 3 years reviewed in the table as follows: 1954— 
4.3 percent ; 1955—17.5 percent ; and 30.1 percent in 1956. 

Special cargoes also improved : 1954—0 percent ; 1955—4.6 percent; and 1956— 
21.9 percent. 

Washington/Oregon (table 4) showed a slight improvement in general cargoes 
but lost ground in special cargoes. 

The inbound picture might be summarized as follows: 

1. Allocation of inbound cargoes to the privately owned and controlled vessel 
has never approached the percentage the berth has received of outbound cargoes. 

z. ‘The berth usually has more space available inbound than outbound. 

No reasons can be suggested by the industry as to why the picture varies so 
widely from the outbound. 

The Pacific American Steamship Association urges a do-pass recommendation 
on S. 822, in keeping with the merchant marine policy of the United States as 
set out in the Merchant Marine Act of 1936. 

The Pacific coast operators are gratified at the substantial improvement in 
the outbound picture during the period that Senate and House committees have 
been closely examining the subject. They believe that MSTS should be com- 
mended for the improvement in 1955, and that the committee is entitled to an 
explanation for the “lost ground” in 1956, admitting that explanations are pos- 
sible for the reasons mentioned, but reiterating that fhey are beyond evaluation 
by the industry on the basis of presently available information. The private 
operators do not feel that S. 822 would place unreasonable restrictions on MSTS. 

We thank the committee for its interest and for this opportunity to be heard. 
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The CHarmrman. Now we have another Mayer—E. N. Mayer. 

Mr. Mayer. We are not related. 

The CuHarrman. You represent the Transportation Association of 
the United States ? 

Mr. Mayer. Yes, sir. 

The CHatrman. We will be glad to hear from you. 


STATEMENT OF E. N. MAYER, GENERAL TRAFFIC MANAGER, 
PLYMOUTH CORDAGE CO., NORTH PLYMOUTH, MASS., ON BEHALF 
OF THE TRANSPORTATION ASSOCIATION OF AMERICA, ACCOM- 
PANIED BY HAROLD F. HAMMOND, EXECUTIVE VICE PRESIDENT, 
TRANSPORTATION ASSOCIATION OF AMERICA 


Mr. Mayer. Mr. Chairman, I will make this as brief as I can. 

I am Edward N. Mayer. I am general traflic manager of the 
Plymouth Cordage Co., with headquarters in North Plymouth, Mass., 
and a member of the User Panel of the Transportation Association 
of America. I am appearing today on behalf of the Transportation 
Association, with general offices in Chicago, Ill., and local offices at 
1001 Connecticu€é Avenue. 

I am testifying today in general support of the recommendations 
of the Commission on Organization of the Executive Branch of the 
Government relating to activities of the Military Sea Transportation 
Service. Our association is particularly interested in the recom- 
mendations that would require MSTS to utilize privately owned and 
operated passenger and cargo shifting to the maximum extent possible 
in both our overseas and coastwise trade, as well as the one that would 
require MSTS to record all its operating costs. 

TAA likewise gives its full support to S. 822, which, as we interpret 
it, would be a congressional mandate to the military agencies to imple- 
ment the above recommendation calling for greater utilization of pri- 
vate American shipping by our military agencies. 

While TAA’s interest in these recommendations and this specific 
bill, by the very nature of its broad membership makeup, is general, 
we feel they are very important, since they are aimed at strengthening 
competitive private ownership of transportation in this country. This 
goal is the underlying principle for which our organization stands. 
In fact, the association has felt so strongly about the dangers of Gov- 
ernment competition in the transportation field that it has taken spe- 
cific policy action on the issue, as follows: 

Government conduct of carrier operations: It should be the policy of the Con- 
gress that the United States Government should not engage in any for-hire trans- 
port services where adequate privately owned transportation facilities of any 
type are or can be made readily available; or, to the extent consistent with 
national security requirements, engage in any transportation of persons or prop- 
erty which privately owned carriers are fit, willing, and able to perform. 

For the general information of the subcommittee, TAA was organ- 
ized in 1935 as a nonprofit research and educational institution, devot- 
ing its efforts to the development and implementation of sound 
national policies aimed at the creation of the strongest possible trans- 
portation system under private ownership. It is an organization of 
transportation and general business interests of all kinds, including 
shippers, carriers, and investors, as well as individuals such as educa- 
tors, lawyers, and professional men in the transport field. 
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The policy quoted above was initially screened by special panels of 
experts in the user, investor, and various carrier fields and then by a 
coordinating committee of representatives of the panels, whose func- 
tion is to reconcile and coordinate different points of view. It next 
was reviewed by a noncarrier policy committee of the board, which 
makes recommendations to the board of directors. The boar -d, which 
represents a balanced cross section of our general economic system, 
consisting of 100 members from all elements of industry, finance, and 
agr iculture, took final action. 

a should like to emphasize that the highly diversified interests of 
TAA’s membership are unanimous in their thinking on the question 
of requiring Government agencies to rely more heav ily upon privately 
owned and ‘operated transport services. 

To best illustrate this, Mr. Chairman, I think I can speak a little 
further in relation to the company I represent, which is a user panel. 
T think it will illustrate the interest of the user panel in TAA. 

The Plymouth Cordage Co., with plants in Plymouth, Mass., and 
New Orleans, La., is one of these members. Our company makes rope 
and twine and is a part of what is known as the “cordage industry.’ 
Our raw materials cannot be grown in this country and are therefore 
brought from such areas as Africa, the Philippines, Brazil, Central 
America, Haiti, Cuba, and Mexico. All must be transported by water. 

This reliance on foreign supplies was recognized by the Govern- 
ment back in 1939. Asa result, fiber was one of the earliest materials 
to be placed on the critical list. It is being stockpiled by the Govern- 
ment, with the cooperation of the cordage industry, under a “rotation” 
system. This is necessary because these are vegetable fibers which 
deteriorate unless used within a specified period of time. The indus- 
try purchases the fibers when the Government announces that a cer- 
tain tonnage is ready for release from the stockpile. We bid, based 
on the current market, and then replace an equal amount of the same 
type and grades of fiber by turning over to the Government a current 
contract for that sup ply. 

The Plymouth Cordage Co., as a member of one of our defense in- 
dustries, would not like to see ourselves dependent on foreign-flag 
vessels for the transportation of these vital raw materials. We feel 
that it is to the best interest of our company, our industry and our 
country to have an adequate American merchant marine available to 
carry the several hundred millions of pounds of material needed each 
year. 

Since water transportation costs are such an important factor in the 
cost of our raw materials, we are anxious to see good healthy competi- 
tion, as provided by United States-flag lines, keep ocean rates in line, 
and preserve established shipping trade routes. We, an essential in- 
dustry, depend on an even more vital industry, the American mer- 
chant marine, for our tr ansport needs. 

Any Government activity which competes with private industry 
tends to weaken that industry, and if carried far enough can destroy it. 
The diversion of freight and passenger traffic from our American-flag 
ships to Government vessels can do nothing but harm in an already 
highly competitive field. 

Before proceeding, I should like to make it clear that TAA is not 
opposed to operations of the Military Sea Transportation Service that 
are necessary for security reasons, nor as needed to maintain a reason- 
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able Government-owned nucleus fleet. The question, as we see it, 
not whether MSTS should operate shipping services, but whether it 
is extending its operations into an area that could more adequately 
be handled ‘by private enterprise. If so, we feel that MSTS is com- 
peting unfair ly with our American-flag merchant marine. 

The Cuairman. Of course, that is the meat of this whole thing. It 
is just how far do you go. Your concern, I think, like the concern of 
all of us, is that the American merchant marine has a difficult enough 
time competing with foreign-flag operators in itself without having 
our own Government step in and make it more difficult. 

Mr. Mayer. Yes, sir. 

The operations of MSTS have been the subject of rather extensive 
hearings before both the Senate Interstate and Foreign Commerce 
Committee and the House Merchant Marine and Fisheries Committee. 
The information made available as a result of these hearings was sup- 
plemented last year by a detailed study by a spec ial subcommittee on 
transportation for the Hoover Commission. This task force report, 
which was transmitted to Congress on March 7, 1955, contains an 
excellent analysis of MSTS operations, especially those that either 
directly or indirectly compete with commercial carriers. 

Because this information on MSTS is already available for use by 
the subcommittee, it is not necessary to go into any great detail about 

specific areas where TAA believes MSTS is getting too far into the 

private-enterprise field. However, we should like to highlight what 
we believe to be significant facts brought out by the transportation 
task force of the Hoover Commission. 


MSTS POLICY 


As we read the outlined responsibilities of MSTS in the subcom- 
mittee report, we heartily endorse the current policy of the Defense 
Department “to use priv ately owned and operated maritime vessels to 
the maximum practicable extent _consistent with military require- 
ments and prudent management.” Unfortunately, the report indi- 
cates that in actual practice this policy is not too strictly enforced. 
Therefore, we believe legislation such as S. 822 is needed as a mandate 
to the Defense Department from the Congress to implement what is 
ulready on the books. 

MSTS COSTS 


Since recorded operating costs of MSTS are unduly low because 
they are incomplete, there is great danger that decisions will be made 
to operate Government, r: ather than private, ships for “economy” rea- 
sons. As pointed out by the task force, this cost factor is largely an 
illusion, since many items are not included. For example, 37.5 percent 
of all MSTS s direct employees are milit: ary personnel, vet their cost 
is not charged to MSTS accounts. 

In its analysis of MSTS tanker costs, the report shows that the 
exclusion of four items alone—military pay and allowances, vessel 
depreciation, interest, and Panama Canal tolls—resulted in an under- 
stated operating cost of $101 million for fiscal year 1953. This was 
equivalent to almost 15 percent of all MSTS recorded direct operating 
and overhead costs. 
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We believe that no fair comparison can be made between Govern- 
ment and private shipping operations without a more complete listing 


of MSTS costs. 
MSTS TANKERS 


The task force report showed that despite the fact that it was less 
expensive to use private tankers in 1954, even on a strictly “direct 
cost” basis, over 73 percent of MS'T'S petroleum traflic was moved in 
Government-owned ships. At the same time, private tankers were 
being laid up at a rapid rate, at one time reaching a total of 100, or 
approximately 23 percent of the total privately owned United States- 
tanker fleet. 

We note two developments in the tanker field that are encouraging 
tous. One isa letter from the Department advising that the ratio of 
Government versus private tanker movements of petroleum has been 
reduced from 75/25 to 50/50 split. The other is a report, dated Jan- 
uary 26, ne 16, by the maritime industry stating that the use of United 
States-flag privately owned tankers by MSTS under voyage and time 
charters hi as been one of the major factors in reducing inactive tank- 
ship tonnage to a post- Korean low. 

We hope these developments are not of a temporary nature, but are 
indications of a long-range trend. 


MSTS DRY CARGO SERVICE 


In 1954, according to the task force, the volume of MSTS dry cargo 
into and out of the United States was equivalent to about one-third of 


all commercial freight carried on American-flag ships in our overseas 
trade. About 90 percent of this traffic moved on established routes of 
commercial shipping companies, with 82 percent moving on the heavy 
commercial routes across the Atlantic and Pacific. 

W hile American ship operators, in 1954, were laying up freighters 
for lack of business and offe ring MSTS consider: able space on ships in 
operation, more than 80 percent of all MSTS outbound dry cargo 
traffic, and over 80 percent of its inbound traffic, were moved in Gov- 
ernment-owned ships. 

MSTS AUTO LIFT 


In 1954, as brought out by the report, MSTS moved almost 72,000 
private automobiles for ser v ice personnel in Government-owned ships. 
The volume was so great that entire ships were devoted to this move- 
ment. While we are not in a position to judge the need for such a 
free service to service personnel as a form of fringe benefit we cer- 
tainly do not think it is right to require that such traftic be handled 
in Government ships, as the Department of Defense has interpreted 
the present law. 

Therefore, we are in full accord with S. 2286, which provides for 
the utilization of privately owned shipping services for such move- 
ments. We are glad to note that this bill has passed both Houses of 
the Congress. It, of course, is a permissive instruction to the Defense 
Department and will not be fully effective without an earnest effort 
to comply with it. For this reason, we believe legislation such as 
S. 822 is necessary, since it would increase the chances of the pro- 
visions of S. 2286 being carried out. 
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MSTS PASSENGER SERVICES 


In 1954, the task force report shows, MSTS transported almost. 
200,000 civilians on its ships, which represents almost half the num- 
ber of commercial travelers carried aboard all privately owned 
American-flag ships combined. While it is apparent that the exist- 
ing privately operated passenger ships cannot handle all of this traf- 
fic, most of which consists of military dependents, we believe there 
is an opportunity to use excess capacity of private ships that is not 
being fully utilized, particularly during the off seasons. 


SUMMARY 


As we see it, the problem confronting the American Merchant 
Marine, as far as operations of MSTS are concerned, is a question of 
degree. In other words, just how far should MSTS get into the 
ocean shipping field? While we believe that this is primarily a 
matter of judgment by the proper officials of the Defense Department, 
we feel that a mandate is needed from the Congress calling on the 
military services to utilize private shipping fac silities to the maximum 
extent possible consistent with our security needs. Therefore, we 
strongly urge favorable consideration of S. 822, which, in effect, would 
be such a mandate. We also strongly support any administrative 
action taken by the Defense De ‘partment to carry out the various rec- 
ommend: ations of the Hoover Commission seeking such an objective. 

The Cuamman. I appreciate that, and I might say that we are 
going to consider the Hoover report. As a matter of fact, Mr. 
Hoover himself will come down and testify—he will be available in 
about 2 weeks—on this very matter. He said that he feels very 
strongly about this section of the report. 

Mr. Mayer. That is very interesting. 

The Cuatrman. I want to pursue that for a minute. You pose 
another question which is quite vital, which Mr. Bob Mayer posed. 
You say: “Since recorded operating costs of MSTS are unduly low 
because they are incomplete, there is a great danger that decisions 
will be made to operate Government rather than private ships for 
economy reasons” or, as stated here, “prudent management.” Con- 
tinuing: “As pointed out by the task force, this cost factor is large ely 
an illusion, since many items are not included. For example, 37.5 
percent of all MSTS direct employees are military personnel, yet their 
cost is not charged to MSTS accounts.” That is something I want 
to find out. 

Mr. Mayer. What I refer to there is under the task force of the 
Hoover Commission. 

The Cuatrman. Admiral, the salary of military personnel, is that 
charged to the overall account of MSTS? 

Admiral Deneprink. No pay for military personnel is charged 
against the MSTS operation because the money for that comes out 
of appropriated funds, and we are required by the Comptroller ex- 
perts to exclude that from the cost of the MSTS operation. 

The Cyaitrman. In other words, that is the military personnel 
appropriation? For instance, your salary comes from the Navy ? 


81981—56——-8 
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Admiral Denesrinx. That is right. It is not included in the 
MSTS operation. 

The Cuatrman. So in your 1955 fiscal year your $422 million plus, 
total operating costs, No. 1, the salary of the military personnel is 
not included ¢ 

Admiral Denresrink. That is correct. 

The CuatrmMan. So if we were to arrive at a total cost of MSTS 
operation we would have to add that as one item ? 

Admiral Denesrink. That is correct. 

The Cuatrman. You also say, Mr. Mayer: “In its analysis cf the 
MSTS tanker costs, the report shows that the exclusion of four items 
alone—military pay and allowance”—we cleared that. What about 
vessel depreciation? Is that included ? 

Admiral Denrsrtnk. There is no vessel depreciation on any Gov- 
ernment-owned ship. 

The Cuairman. And then another item, a very vital one to private 
owners, interest, is not included ? 

Admiral Denesrink. We pay no interest because we have appro- 
priations. 

The CHatrman. And then another matter, you don’t pay Panama 
Canal tolls, do you? 

Admiral Denerrtnk. We don’t pay Panama Canal tolls. If you 
are talking about tankers—— 

The Cuatrman. Let’s say all operations. 

Admiral Denrprtn«. All operations. 

The CuHarrmMan. Mr. Mayer goes on to say: 


This was equivalent— 


that is these items alone, there may be others— 


to almost 15 percent of all MSTS recorded direct operating and overhead costs. 

Then Mr. Mayer goes on to say: 

But we believe that no fair comparison can be made between Government and 
private shipping operations without a more complete listing of MSTS costs. 

And I think we are all in agreement with that. 

Mr. Mayer. Yes, sir. 

The Cuairman. And we will never solve this problem until we can 
find out what it actually costs to operate an MSTS ship—despite the 
fact that nobody is critical if they do as economical a job as possible— 
as compared to a private operation. 

Mr. Mayer. That is right. He have gone over that repeatedly. 
What Bob Mayer said is correct, we will never be able to analyze the 
situation until we get those figures. 

The Cuamman. I think the task force of the Hoover Commission 
illustrates that. The task force didn’t get them, either. 

Mr. Mayer. They didn’t get them but they illustrate the point. 

The CHAIRMAN. They didn’t get them, either. It would have been 
very helpful if they did. There are other items that you don’t mention. 
You say those four alone. There are other items involved here. 

I want it clear, we are not critical of the job MSTS is trying to 
do to be as economical as possible. 

Mr. Mayer. I think we also indicate that. 

The CuatrMan. But there are costs. The task force didn’t get that. 
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The task force just assumed, I guess, that private operation was just 
as economical, or more economic cal, than Government operation. And 
I think mz rybe the Hoover task force, the whole group, after looking 
at some Government operations, would be reasonable in coming to 
that conclusion. Not nec essarily on MSTS 

Mr. Hammonp. I am Harold Hammond, executive vice president of 
TAA. 

I notice on page 171 of the task force report that they give a whole 
section to this. They could not get the actual costs, and made quite 
a point of that, that it was not available. 

The Cuairman. The committee will see what the GAO has on it and 
try to get some figures ourselves. 

Mr. Hammonp. I notice on the cost of tanker service, on page 184, 
while Mr. Mayer mentioned 4, that add up to 15 percent supposedly, 
the report goes ahead : 

The General Accounting Office said that the unrecorded costs include many 
other items here. 

He just mentioned 4 out of 9, and 1 of them, No. 9, is broken 
down ina numbey of points. So you are quite r ight. There are many 
other costs that are involved. 

The Cuarrman. Thank you. You brought up a real perplexing 
point here. Thank you. 

Mr. Stettin ? 

(No response. ) 

The Cuarrmman. Mr. Frost? 

( No response. ) 

The Cuatrman. Mr. Feliz? 

( No response. ) 

The Cruatrman. Mr. Frost and Mr. Feliz represent the port author- 
ity of our area. One is from Olympia, one from northern California, 
and the other from Oakland. We can put their statements on this into 
the record. 

Mr. Stettin was in my office and talked with me about it. They 
wanted to discuss the nonuse of their facilities. 

(The above statements and others from west coast port authority 
officials follow.) 

(Subsequently statements were received also from the Chamber of 
Commerce of the United States, dated March 16, 1956; from Frazer A. 
Bailey, formerly president of the National Federation of American 
Shipping, and from the American Tramp Shipowners Association, 
Inc. ) 


(The statements are as follows :) 


STATEMENT OF THE PACIFIC CoAST ASSOCIATION OF Port AUTHORITIES 


BRIEF SUMMARY 
Military cargoes 

Since the end of World War II, the Army and Navy have continued to operate 
major marine terminals on all coasts—the Pacific, the Atlantic, and the gulf—in 
competition with commercial marine terminals. 

The military marine terminals are being operated largely to provide practical 
training for supervisory miltiary personnel. 

This practical training can be accomplished at commercial terminals. 

The Department of Defense recognizes the defense value of commercial termi- 
nals but fails to contribute to their support by routing nonsecurity cargoes over 
the piers. 
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The continued operation of military marine terminals for the movement of 
nonsecurity cargoes is an invasion by the military into the field of private enter- 
prise for which there is no justification in peacetime. 

The Hoover Commission Subcommittee on Business Enterprises of the Depart- 
ment of Defense has recommended that the Department of Defense establish and 
enforce a policy that will recognize the wartime importance of commercial port 
facilities and contribute to their support and development during peacetime. 

On September 21, 1955, the Pacific Coast Association of Port Authorities, in 
convention in Honolulu, T. H., adopted resolution No. 18, the main point of which 
is quoted as follows: 

“Be it further resolved, That this association also is in complete accord 
with recommendation No. 38 of the Subcommittee on Business Enterprises 
of the Department of Defense, as contained in its report dated June 1955, 
which read as follows: ‘The Department of Defense should establish and en- 
force a policy regarding the shipment of military cargo through commercial 
and military ports that will recognize the wartime importance of commer- 
cial port facilities and contribute to their support and development during 
peacetime. Military ports whose operation is not necessary during peace- 
time should be closed and placed in standby, if necessary.’ ” 

Department of Defense policy on this subject was stated by R. C. Lanphier, Jr., 
Deputy Assistant Secretary of Defense (Supply and Logistics), in a letter to the 
Honorable John Sparkman, chairman of the Select Committee on Small Business, 
United States Senate, copy of which was forwarded to the secretary-treasurer 
of the Pacific Coast Association of Port Authorities under date of January 23, 
1956. 

To justify the continued operation and maintenance of military marine termi- 
nals, the Department of Defense asserts that in the event of another war or na- 
tional emergency, it is expected there will be little or no advance warning, and: 

“The outbreak of war will require trained, experienced managerial person- 
nel to immediately organize and operate ports in overseas areas.” 

The Department of Defense makes it clear that in maintaining its own marine 
terminals to train military personnel, it is referring only to supervisory person- 
nel. The services performed by the civilian contractors at Army terminals are 
related in detail and summarized as follows: 

“Government personnel, both military and civilian, at Army marine ter- 
minals do not handle cargo either physically or clerically; they supervise 
inbound and outbound cargo movements to insure compliance with military 
requirements and to enforce contract provisions.” 

The Hoover Commission subcommittee report on “Business Enterprises of the 
Department of Defense” states in “The Use of Military Port Facilities versus 
Public and Private Marine Terminals in the Shipment of Armed Forces Cargo,” 
page 196, item (1): 

“The question of ‘personnel’ and considerations relating thereto, are not 
compelling reasons for maintenance and operation of extensive military 
marine facilities. An inereased force of trained employees would be re- 
quired at commercial facilities should military terminals reduce their 
handlings, or even eliminate such handlings at certain locations. The 
workers would be available in times of emergency for increased operations.” 

Further, the commercial ports and terminals are ready, willing and able to 
provide the type of training which the Department of Defense desires for mili- 
tary personnel when military cargo is handled over commercial piers. In fact, 
the steady flow of commercial and military cargoes over private and public facil- 
ities wil! provide a more constant and superior type of training than that afforded 
within the limitations of a military establishment. 

In Fort Eustis, Va. is located the large training center of the Transportation 
Corps. It is our understanding that this installation has been developed to 
conduct practically all technical training needed by commissioned officers and 
enlisted men of the Transportation Corps. 

There is no justification for the military to handle the training of its personnel 
in the marine terminal industry any differently than the training of personnel 
for transportation of cargo by truck, rail or ships. 

During the Korean emergency the commercial facilities had trained, skilled 
employees available to handle military cargo, but the commercial shipping space 
was diverted to Army and Navy cargoes loaded at military bases, while the com- 
mercial terminals operated at less than capacity. 

A very large percentage of the Korean military cargo could have been handled 
over commercial marine terminals, thereby relieving the military of the necessity 
to expand its staff, and later, when the emergency ended, to reduce its personnel, 
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It should be kept in mind that during a national emergency, commercial ships 
are pulled off commercial trade routes and dock labor is diverted to military 
cargoes; thus the cargo normally handled over commercial facilities decreases 
and the commercial facilities are available for military cargoes. They stand 
ready with excellent facilities and a trained staff well organized and function- 
ing to handle military cargoes, 

The Department of Defense states: 

“Labor-management difficulties experience in the past at commercial ter- 
minal facilities has demonstrated that the Department of Defense cannot 
depend entirely on commercial ports even in peacetime.” 

As a matter of fact, the longshoremen ship and dock labor, and dock checkers, 
now work under the contract stevedoring and terminal companies at military 
bases under the identical contract in effect on commercial piers. The entire 
west coast industry, with 1 or 2 minor exceptions, works under the same con- 
tract. It is also a fact that in case of a strike, military cargo will be lifted 
off commercial piers as readily as those that may be owned by the military. 
The employment of union labor by contract stevedores or terminal operators 
on military bases will not affect the movement of military cargoes differently 
than if these same contractors are handling military cargo over commercial piers. 

If the labor disturbance occurs between the shipowners and the seafaring 
unions, the treatment of military cargo on commercial piers will not be treated 
differently from military cargoes on military piers. 

There were no strikes during World War II or the Korean conflict. Labor 
and management entered a pact where they would somehow settle their griev- 
ances without resofting to their economic power, thereby preventing any inter- 
ruption in the flow of military cargo. 

The Department of Defense states: 

“In the Army and Air Force systems, supplies originating in the United 
States for delivery to overseas destinations are routed by those modes of 
transportation, routes, and terminal facilities which will result in delivery 
of supplies at the required time at the lowest cost to the Government.” 

The Department of Defense lists major terminals at Seattle, Oakland, New 
Orleans, Hampton Roads, and New York. 

Adequate marine terminals are available in those same areas, with the same 
Savings in selection of modes of transportation, routes, and terminal facilities. 

We firmly believe that the costs of handling cargo over commercial facilities 
is cheaper than when handled over military facilities. The vse by the military 
of private contract stevedore and terminal operators on military marine ter- 
minals emphasizes the advantage of commercial operators from a cost con- 
sideration. Commercial ships are used to carry the cargoes. 

The only outstanding neglect of the Department of Defense in the trans- 
portation of cargoes is in its failure to utilize the commercial operators handle 
over their piers each day—canned goods, dried fruits, soaps, clothing, equip- 
ment, etc., are going over military marine terminals. 

The Department of Defense states that it recognizes the need for commercial 
facilities and the importance of utilizing them by the military to the maximum 
extent consistent with economy and sound traffic management. 

Since the end of World War II this same policy has been restated by the 
military in many ways, but very little cargo has flowed over commercial ter- 
minals. For a short period an allocation and contract basis was used; however, 
the resulting division of cargo from military terminals to nonmilitary terminals 
was very small. Attached table shows that the volume of military cargo over 
commercial facilities increased during those years when the military facilities 
were at capacity. The commercial facilities are obviously being used as standby 
facilities, while the practice should be the reverse. 

Summarizing, the Department of Defense is maintaining extensive marine 
terminal facilities in competition with commercial marine terminals primarily 
to provide itself with a relatively small corps of supervisory personnel. 

At the same time, the Department of Defense concedes that the commerciu! 
marine terminals would be required in the event of an emergency, but, in effect, 
states that it will fulfill its obligation to support them only when and if 
convenient. * 

In conclusion we again wish to express our strong support of the recom- 
mendation contained on page 197 of the Hoover Commission report referred 
to earlier, namely: 

(1) A “national policy” be established and defined to provide for the sound 
maintenance and growth of the Nation’s commercial marine facilities and recog- 
nizing the relationship of Government traffic to this purpose. 
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(2) The Secretary of Defense authorize and instruct the Assistant Secretary 
of Defense, Supply, and Logistics, in the interests of efficiency, economy, and 
recognition of the need for commercial facilities, to: 

A. Study the necessity for the existing waterfront marine terminal and 
supply facilities of all of the Armed Forces. 

b. Plan the integration of facilities where practicable, policing the co- 
ordination found to be in the public interest. 

C. Arrange at ports, served both by commercial and military terminal 
facilities, such practicable distribution of suitable traffic as will insure 
greater recognition of the Government’s obligation to make reasonable 
use of public and private facilities in peacetime, so that their physical 
facilities and trained personnel may be available in the event of emergency. 

(3) Handling of foreign-aid goods, for all but strictly “‘security cargo,” be 
routed through commercial terminals when available. 


DupLey W. Frost, President. 
D. L. DULLUM, 
Chairman, Committee on Nonsecurity Government Cargo. 


Military controlled tonnage handled through continental United States ports, 
fiscal years 1951-54 


{Measurement tons] 


Military Commercial . 
cede. : . Total 
terminals terminals 


Tons ; 089, 439 4,651, 895 | , 741, 334 

Percent ‘ ; | 68 32 | 100 
| 

Tons___- 2, 779, 415 6,521,658 | 19, 301,073 

Percent ats , 7 66 | 34 | 100 


| 
Tons ; P ‘ 3, 867, 206 6, 622, 433 20, 489, 639 
Percent ; _ 68 32 100 


‘oo is 12, 744, 262 3, 988, 694 16, 732, 956 
Percent. ‘ ait 76 24 100 


Source: Tonnage figures furnished by: Office, Chief of Transportation, U.S. Army; Office, Chief, Bureau 
of Supplies and Accounts, U. 8. Navy. 
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PACIHC COAST PORTS 
Capacity Uihzation of Commercial Parts 


PRIVATE TERMINALS 
AND PUBLIC PORTS 


pocccccccer 


Assessed 
Valuation 


$$50 
Million 


a ee re ee ee ce ee ee ee ae ee ee ee ee oe 


MILITARY 
TERMINALS 


Military 
Cargoes 





FY 1953/54-SHORT TONS 


SOURCES: US. Dept. of Commerce, US. Dept. of Defense 


STATEMENT BEFORE THE SENATE COMMITTEE ON INTERSTATE AND FOREIGN Com- 
MERCE RY CAKLIS J. STETTIN, GENERAL MANAGER, PorT OF OLYMPIA, STATE OF 
WASHINGTON, CAPITOL BUILDING, WASHINGTON, D. C., THursDAY, MArcH 15, 
1956 


My name is Carlis J. Stettin, general manager, port of Olympia, State of 
Washington; I appear before this committee as a representative member of 
the Pacific Coast Association of Port Authorities and the Northwest Marine 
Terminals Association which, with other port associations of the United States, 
has interested itself in the problem of continuing utilization of military term- 
nals in peacetime handling of offshore movements of government cargoes, such 
action being in direct competition with immediately available commercial 
marine terminals. 
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Our Pacific coast association members, including Mr. Dudley Frost, president, 
California Association of Port Authorities, and Mr. Donald Dullum, chairman, 
Pacific Coast Committee on Military Cargoes of that association, and port 
officials of the States of Washington, Oregon, and California, appreciate the 
privelege afforded us by members of your committee to appear before them at 
today’s hearing. 

It is not only our purpose to present the case for the commercial ports and 
terminals in their protest of the continuance of a high level operation of mili- 
tary terminals; we also wish to go on record with preliminary response to 
the various statements by the Department of Defense concerning their reasons 
for continued operation of military terminal facilities. 

In addition, we wish to submit a brief supplement on the extent of the 
physical port facilities, the capital investment by public and private operators, 
and the dollar value in administrative expenses and payrolls, as well as the 
number of employees, and trained personnel available to the Federal govern- 
ment for the handling of military cargoes via coumnercial public and private 
luarine terminals of the Pacific coast. 

We call your attention to statements of previous representatives of Pacific 
coast ports who have made appearances before your committee, with reference 
to the small percentage of military cargoes moving over commercial ports and 
terminals as Compared with movements over military marine terminals. 

For the Pacific coast as a whole, in the fiscal year 1958-54, the total offshore 
movement of military cargoes was 8,091,287 measurement tons, of which more 
than 7S percent, or 6.277.515 measurement tons, was shipped over military 
marine terminals. In comparison, the nearby commercial ports and terminals 
from Puget Sound to Southern California handled only 1,813,772 measurement 
tons, or 22 percent of this total movement. 


In the prewar period of United States marine terminal operation, practically 
all Government cargoes, including military shipments, were moved over com- 
mercial marine terminals, publicly or privately owned and operated as a sub- 
stantial segment of the Nation's transportation economy in maritime commerce. 

The Hoover Commission report and recommendations emphasizes the require- 
nent for greater use of Commercial marine terminals by the military in the 


interest of maximum operating and administrative savings to the Government. 
We respectfully invite the attention of the committee to the Hoover Commis- 
sion Subcommittee report Recommendation No. 88 appearing on page 51 of 
that report, and which was included in the final overall recommendations by 


the Hoover Commission. 


STATEMENT BEFORE THE UNITED STATES SENATE COMMITTEE ON INTERSTATE AND 
FOREIGN COMMERCE BY RAE WATTS, ASSISTANT GENERAL MANAGER, COMMISSION 


oF PusBLic Docks 


Honorable Chairman and Senate committee members, my name is Rae Watts, 
assistant general manager of the commission of public docks of Portland, Oreg. 
As a member of the Pacific Coast and Northwest Marine Terminals Association, 
{ have been designated to present a brief summary of the views of the port of 
Portland and the public and private terminal facilities of the Columbia River 
harbor region, State of Oregon, pertaining to the subject of Department of De- 
fense policy of transporting military cargoes over military marine, rather than 
commercial terminal facilities.. 

Our Portland and Oregon associates in the maritime industries are especially 
appreciative of the continuing interest of this committee in the problems of the 
commercial ports and terminals relative to the return of military cargo ship- 
ments now being transhipped via military marine terminals on the Pacific, gulf, 
and Atlantic coasts. 

As previous witnesses have informed you, there has been continuing resistance 
by the Department of Defense to any downward revision of its peacetime level of 
operations of military terminal facilities. In fact, as the Hoover subcommittee 
report shows (p. 182) commercial terminal facilities of the States of Oregon 
and Washington together handled only 8,008 measurement tons, or 4 percent, of 
a total fiscal year (1953-54) movement of 226,189 measurement tons of military 
(U. S. Navy) cargo shipped via the Portland-Columbia River and Seattle-Puget 
Sound port areas. 

As for Army cargo distribution, Oregon had only 245,054 measurement tons or 


~ 


7 percent, and Washington, 377,546 measurement tons, or 10 percent, of the 
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total United States military cargo shipments, according to reports of the Office, 
Chief of Transportation, United States Army. 

This wide spread in the volume of military cargo movements as between the 
commercial and military marine terminals, seems even more illogical in view of 
the wartime record of our Oregon ports, with outstanding marks in efficiency and 
effectiveness of operations. And even today the port of Portland, with adjacent 
facilities on the Columbia River, estimated more than $55 million in value, is 
operating at approximately only 42 percent of capacity. It is this basic principle 
of maintaining the availability of a major commercial port operation for use by 
the Department of Defense in time of emergency that prompts us to question the 
policy of continuing shipment of military cargoes over military marine terminals. 
The duplication of such commercial ports operations acts to their detriment in 
terms of revenue, job opportunities, and other factors that are an essential part 
of the basic economic welfare of the port communities, the State, and the coastal 
region as a whole. 

Now, to provide additional information supplementing testimony already pre- 
sented before this committee, I would like to refer to the supposition of the 
Department of Defense that its maintenance of military marine terminals is a 
necessity on the basis of training suitable personnel for the command and oper- 
ation of the Military marine terminal facilities. 

As you have been told, the Hoover Commission Subcommittee Report on Busi- 
ness Enterprises in the Department of Defense was followed by a unified pro- 
gram under the sponsorship of the national and regional associations of port 
authorities, which program is directed toward the implementation of the report’s 
recommendations, as follows: 

“The Department of Defense should establish and enforce a policy regard- 
ing the shipment of military cargo through commercial and military ports 
that will recognize the wartime importance of commercial ports facilities 
and contribute to their support and development during peacetime. Military 
ports whose operation is not necessary during peacetime should be closed 
and placed in standby, if necessary.” 

Following this series of events, and the direction of these resolutions of Mem- 
bers of Congress and appropriate Federal agencies, there was a response, under 
date of January 23, 1956, in which the Department of Defense policy on this 
subject was stated by R. C. Lanphier, Jr., Deputy Assistant Secretary of Defense 
(Supply and Logistics) in a letter to Hon. John Sparkman, chairman of the 
Select Committee on Small Business, United States Senate, 1 copy of which was 
forwarded to the secretary-treasurer of the Pacific Coast Association of Port 
Authorities. 

To justify the continued operation and maintenance of military marine ter- 
minals, the Department of Defense asserts that in the event of another war or 
national emergency, it is expected there will be little nor no advance warning 
and 

“The outbreak of war will require trained, experienced managerial per- 
sonnel to immediately organize and operate ports in overseas areas.” 

The Department of Defense makes it clear that in maintaining its own marine 
terminals to train military personnel, it is referring only to supervisory per- 
sonnel. The services performed by the civilian contractors at Army terminals 
are related in detail and summarized as follows: 

“Government personnel, both military and civilian, at Army marine ter- 
minals do not handle cargo either physically or clerically; they supervise 
inbound and outbound cargo movements to insure compliance with military 
requirements and to enforce contract provisions.” 

The Hoover Commission Subcommittee Report on Business Enterprises of the 
Department of Defense states in the Use of Military Port Facilities Versus Pub- 
lic and Private Marine Terminals in the Shipment of Armed Forces Cargo, page 
196, item (1): 

“The question of ‘personnel’ and considerations relating thereto, are not 
compelling reasons for maintenance and operation of extensive military 
marine facilities. An increased force of trained employees would be re- 
quired at commercial facilities should military terminals reduce their han- 
dlings, or even eliminate such handlings at certain locations. The workers 
would be available in times of emergency for increased operations.” 

Further, the commercial ports and terminals are ready, willing and able to 
provide the type of training which the Department of Defense desires for mili- 
tary personnel when military cargo is handled over commercial piers. In fact, 
the steady flow of commercial and military cargoes over private and public 
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facilities will provide a more constant and superior type of training than that 
afforded within the limitations of a military establishment. 

By using commercial marine terminals for nonsecurity cargo, the military 
need not sacrifice its need for training the pool of managerial personnel to 
organize and operate ports in overseas areas. 


STATEMENT BEFORE THE SENATE COMMITTEE ON INTERSTATE AND ForEIGN Com- 
MERCE BY CHARLES TAIT, DIRECTOR, PorT OF SAN FRANCISCO, CALIFORNIA STATE 
Boarp OF HARBOR COMMISSIONERS 


Mr. Chairman and committee members, my name is Charles Tait, port director, 
port of San Francisco, State of California. 

I appreciate the privilege of appearing before this Senate committee as Cali- 
fornia’s representative for the Pacific Coast Association of Port Authorities and 
the association’s Pacific coast committee on military cargoes, of which I am a 
member. 

Our Pacific coast association, acting with the cooperation and support of other 
major port authority associations of the United States, has been vitally con- 
cerned with the persistent policy of the Department of Defense in continuing 
utilization of military marine terminal facilities for the handling of military 
cargoes which, in previous nonemergency periods, have been traditionally shipped 
through commercial ports and terminals. 

We realize that this committee has been cognizant of this problem of Federal 
military competition with public and private marine terminal interests and has 
given us previous opportunity to present our views before you at hearings on the 
Pacifie coast in October 1955. 

However, in view of certain statements made by the Department of Defense 
later sent to our attention by certain Members of the Congress, we believe it in- 
cumbent upon us, as representatives of State, municipal, and private agencies and 
organizations owning and operating major commercial ports and terminals on 
the Pacific coast, to present our views to your committee again, with supple- 
mentary statements for the record. 

The Nation’s commercial ports and terminals, through their respective associ- 
ations, have been engaged since November 1950 in efforts to persuade the De- 
partment of Defense, and/or the Army and Navy, to channel a fair share of 
their military cargoes through publicly and privately owned local facilities. 

With full recognition of the services provided by the military marine facilities 
during World War II, it was also noted that the Army and Navy had utilized 
commercial facilities as an arm of defense in the movement of personnel and 
supplies to overseas bases. The Department of Defense has since stated that 
it recognizes the need for commercial facilities and the importance of utilizing 
them by the military to the maximum extent consistent with economy and sound 
traflic management. 

On this premise, the commercial ports and terminals presented their case be- 
fore the Hoover Commission on Reorganization of Government through the 
Transportation Subcommittee studying business enterprises in the Department 
of Defense. 

This presentation was submitted in hearings and reports endorsed by the Cali- 
fornia Association of Port Authorities and the Northwest Marine Terminal Asso- 
ciation. The highlights of these reports, showing the extensive operations of mili- 
tary terminals in the handling of military cargoes, also disclosed actual tonnage 
figures showing the disparity between the volume of military cargoes handled 
over the military facilities when compared with movement of similar cargoes 
over commercial terminals. This data was supplied by the Transportation Corps, 
United States Army, and Bureau of Supplies and Accounts, United States Navy. 

In California alone, for the fiscal year 1953-54, the total distribution of mili- 
tary naval cargoes was 1,582,327 measurement tons, of which 1,537,780 tons, or 
97 percent, moved over military terminals. The remaining 44,547 tons, or only 
3 percent of the total, was moved over commercial terminals. 

As a matter of stated record, the San Francisco port of embarkation recently 
announced that in the 10 year postwar decade ending in mid-1955, that unit of 
the Transportation Corps, United States Army, had moved more than 24 million 
measurement tons of military cargoes over military terminals, with only a minor 
fraction of such tonnage being allocated through commercial ports and terminals 
which are now operating at from only 50 to 60 percent of cargo handling capacity. 
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To briefly summarize the sequence of events that brings the American port 
authorities to Washington, D. C., to present its case, we herewith submit the 
recommendation (No. 38) of the Hoover Commission’s Subcommittee on Business 
Enterprises in the Department of Defense, as follows: 

On September 21, 1955, the Pacific Coast Association of Port Authorities, in 
convention in Honojiulu, T. H., adopted Resolution No. 18, the main point of 
which is quoted as follows: 

“Be it further resolved, That this association also is in complete accord 
with recommendation No, 88 of the Subcommittee on Business Enterprises of 
the Department of Defense as contained in its report dated June 1955, which 
reads as follows: 

‘The Department of Defense should establish and enforce a policy re- 
garding the shipment of military cargo through commercial and military 
ports that will recognize the wartime importance of commercial port facili- 
ties and contribute to their support and development during peacetime. 
Military ports whose operation is not necessary during peacetime should be 
closed and placed in standby, if necessary.’ ” 

Similar resolutions have been adopted by the California Association of Port 
Authorities, the Northwest Marine Terminals Association, the Gulf Ports Asso- 
ciation, the North Atlantie Ports Association, and the American Association of 
Port Authorities. 


CHAMBER OF COMMERCE OF THE UNITED STATES OF AMERICA, 
° Washington 6, D. C., March 16, 1956. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
United Stutes Senate, Washington 25, D. C. 


DEAR SENATOR MaGnuson: The Chamber of Commerce of the United States 
proposes, in the interest of controlling expansion of military sea transport opera- 
tions and of evaluating the extent of these activities, that Congress require a 
semiannual report from the Department of Defense on operations of the Military 
sea ‘Transport Service. 

Such a report should detail the size of MSTS, the extent of nature of its 
activity, and specify what it has done to comply with the mandate of Congress 
that the United States should have a strong, privately owned and operated mer- 
chant marine, as declared in the Merchant Marine Act of 1936. 

In this way, we believe the public interest can be protected against military 
excesses which threaten to sap the economic strength of the Nation as well as 
the transportation industry we must depend upon in time of emergency. 

To us, the crux of the problem of MS'TS is the belief of the military that they 
must maintain and operate, in peace as in war, a fully self-contained military 
transport system. 

The Department’s present philosophy can best be expressed in the statement 
of Vice Adm. Roscoe F. Good, Deputy Chief of Naval Operations, who recently 
told a House of Representatives subcommittee, “Today's situation 


is between 
these two extremes (peace and war). 


In these circumstances, military prudence 
demands that the nucleus be sufficiently large to provide against the most likely 
and most dangerous contingencies.” * 

‘To do this the military services have created a large fleet of ships. Once they 
are in being and under military control, it is claimed that it is only “prudent 
management” to utilize them to the maximum extent possible. In cxe cising this 
doctrine, and to justify the existence of military facilities, these ships are 
employed in daily operations which directly compete with and parallel the 
established services of this country’s commercial carriers. 

This practice is not only contrary to elimination of competition with industry 
but it is also inconsistent with the basic principles of a strong free enterprise 
system. 

History has proven that in the event of a national emergency first reliance 
must be placed on our private commercial fleets. It is simply not practicable 
to maintain military facilities that can meet any all-out emergency. By atte: pt- 
ing to raise fleets of such size, a double burden is placed on the taxpayers of 
the Nation. On one hand they are asked to pay for subsidies to maintain 
America’s privately owned fleets and, on the other, their taxes are used to 


1 Hearings before a special subcommittee of the House Committee on Merchant Marine 
and Fisheries to consider the operations of MSTS (p. 189, pt. 1, of the report). 
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operate Government facilities which needlessly compete with those under private 
operation. 

The Chamber does not quarrel with the nucleus fleet concept which encom- 
passes a fleet of limited size geared to perform only where commercial carriers 
are either not available or not equipped to operate. Instead of the nucleus fleet 
being a limited core which can be augmented by privately owned equipment, 
we submit that it is the exact reverse—a fleet of considerable size which in 
peacetime makes only incidental use of available commercial facilities. 

Congress, in the Merchant Marine Act of 1936, recognized that in the interest 
of national defense there must be a strong, privately owned and operated mer- 
chant marine. The accomplishment of this objective is a joint responsibility of 
the Department of Defense, as well as all other agencies of Government which 
may be involved. The responsibility is ignored when primary reliance of the 
military is placed on its own facilities. 

Much of the freight and passenger traffic moved by MSTS could be carried 
by commercial ships. They are willing and able to do the job, but they either 
are not afforded the opportunity or are discouraged from doing so by the 
Government’s competition. 

In spite of the lessons of history and of the expressed wishes of Congress, 
the Navy, through MSTS, moves great quantities of military cargo and persons. 
Particularly on the west coast, military cargo has, in recent years, been a sub- 
Stantial part of the total available. 

As a result, our commercial operators have had limited confidence toward 
increasing or modernizing their ships. On the contrary, within the general peaks 
and valleys of commercial business, they have had to lay up ships with resulting 
effect upon employment, both on the vessels and in the shipyards. This is a 
short-sighted attitude in view of the critical need for an adequate and healthy 
merchant marine fleet demonstrated in all past national emergencies. 

The effects of the Department of Defense philosophy toward MSTS are also 
evident in the use of military marine terminals at the expense of the wartime 
potential of commercial port facilities. In this connection, we agree with the 
findings of the Subcommittee on Business Enterprises, Committee on Business 
Organization of the Department of Defense, Commission on Organization of the 
Executive Branch of the Government. The subcommittee recommends that: 

“The Department of Defense should establish and enforce a policy regard- 
ing the shipment of military cargo through commercial and military ports 
that will recognize the wartime importance of commercial port tacitities 
and contribute to their support and development during peacetime. Military 
ports whose operation is not necessary during peacetime should be closed 
and placed in standby, if necessary.” 

I would appreciate it if you would make this letter a part of the hearings of 
your Subcommittee on Merchant Marine and Fisheries. 

Cordially, 

CLARENCE R. MILEs. 


MARCH 22, 1956. 
Senator WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C. 

Dear Senator: You have suggested that I file with your committee, to be 
incorporated in the hearings beginning March 12, a statement on the operation 
of the Military Sea Transport Service. 

I know you are familiar, but I think I should make it clear for the record, 
that I am no longer actively engaged in the shipping business. The statements 
and observations which I shall make are based, therefore, not upon any personal 
interest or prospect of advantage, but rather upon more than 40 years of active 
participation in the industry. I do have some very strong convictions as a 
private citizen about Government competition with private enterprise, of which 
I believe this to be an outstanding example. 

I hope, therefore, the committee will understand that my comments will 
be basic in character and represent exclusively my own personal opinions. 

Historically the Army established the Army Transport Service after the Span- 
ish American War. The Navy established Naval Transport Service after World 
War I. The Military Sea Transport Service represents a consolidation of these 
two military sea services, and is an outgrowth of unification. 
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The Chief of Naval Operations described its functions as follows: 

“(a) To carry out current logistic needs of the military departments 
which cannot be met by commercial interests. 

“(b) Be available immediately in an emergency ; and 

“(e) Allow for necessary expansion to meet the mobilization requirements 
in support of approved plans for national defense, and provide the hard core 
on which necessary expansion may be affected to guarantee extensive and 
rapid development of the Armed Forces in an emergency.” [Italics ours.] 

The congressional hearings, controversies, and discussions concerning MSTS 
have grown up around a definition and implementation of this policy. 

That the foregoing has not been followed as a definition of policy is best 
illustrated by the report of a special subcommittee of the Merchant Marine 
Fisheries Committee of the House, appointed to look into this subject (Rept. 
2672, 83d Cong., 2d sess., August 19, 1954) : 

“Vessels of the MSTS controlled fleet have in many instances operated 
over the same trade routes carrying cargoes and meeting time schedules 
which could as well have been done by vessels of the regular privately 
owned merchant fleet.” 

“It is not at all clear that the nucleus fleet presently employed by MSTS 
is justified by the arguments inherent in the directives and military policy 
statements regarding it.” 

“The committee cannot help but conclude that the expanding and con- 
tracting operation of the MSTS in the transportation of military cargoes 
creates a degree of uncertainty that is bound to be discouraging to private 
capital, with possibly a great detriment to the public interest.” 

The General Accounting Office was asked by the committee to look into the 
subject of relative costs. Their report said, among others: 

“the recognized need for maintaining a strong merchant marine precludes 
the consideration of this subject in terms of cost alone. 

“There would seem to be a potential of several million measurement tons 
represented by nucleus and GAA movements which the industry could claim 
as being operationally movable in commercial vessels. * * * Industry can 
likewise point to its responsibility as an important component of defense 
bearing the brunt of cargo transportation in all-out emergency.” 

I am one who believes American private business enterprises are entitled 
to the patronage of the United States Government and should be permitted and 
encouraged to supply the Government’s requirements to the extent of their ca- 
pacity and ability as long as this can be done at fair and reasonable charges 
and without any handicap to important Government functions. 

I differ with some American shipping men in that I believe certain military 
type vessels, or even commercial type vessels for military service, should be 
operated under control of the armed services, and that there should be main- 
tained a nucleus fleet and a cadre organization, both of which could be expanded 
in the event of an emergency to meet national defense requirements. I dis 
agree completely, however, that any such organization as presently exists, or 
that the operation of 200-odd ships is a proper definition. 

While other leading nations and more particularly, Great Britain, find it 
possible to transport all of their military requirements in vessels of their pri- 
vately owned merchant marine (and certainly no nation in history has had the 
overseas requirements of the British Empire), I would not argue against the 
maintenance of a fleet and organization designed for the following purposes: 

(a) Troop transports operating or available to transport full units of uni- 
formed troops and susceptible of combat loading. From this I distinguish and 
exclude individual or small groups of troops on leave or being transferred, their 
families, and representatives of other departments of the Government which 
ean and should be transported in private ships when destined to areas served 
by private shipping. 

(b) Ammunition carriers: While certain such commodities might be advan- 
tageously transported on private cargo ships at times, I think that, by and large, 
this is a responsibility of the military and need not be confused with the subject 
we are discussing here. 

(c) There are, of course, special type vessels needed for which parallel com 
mercial ships are not available (including Navy fleet tankers which, in reality, 
are a direct adjunct of combat vessels), but this does not include bulk oil carriers 
transporting fuel and other petroleum products from point to point and main- 
taining supplies in military depots. 
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(d) There are military outposts where there is no regular and dependable 
service by commercial vessels. It will be necessary, as long as this condition 
exists, to operate military controlled vessels to these areas. 

Other than the foregoing, I believe that all commercial type cargoes intended 
for the armed services and all military supplies which are of a character adapt- 
able for transportation on commercial vessels, should be made available to our 
privately owned merchant marine to the end that this private fleet may be as 
large, as strong, and as modern as possible, and available for military purposes 
in an emergency. 

The committee is aware of our experience in World War II. The privately 
owned merchant marine at the outbreak was withdrawn from all of its cus- 
tumary services not essential to the maintenance of the domestic economy. They 
were immediately engaged in such services as conditions required at that time 
in the discretion of the military authorities. Point-to-point transportation from 
United States mainland to military depots behind the line, and to such other 
areas as military requirements dictated, were performed by these ships. They 
were directly supervised by War Shipping Administration in conformity with 
military policies. It must be remembered that in an emergency the private 
merchant marine must likewise expand, being a “fourth arm” of the military 
services, and as those authorities have said “an indispensible auxiliary.” The 
record shows that when the chips were down it was private shipping which 
carried 86 percent of the materials and supplies in the first year of the Korean 
eonflict. Unless they are patronized in peacetime it can hardly be expected that 
they will be available. 

It need not be emphasized to your committee that in a national emergency the 
full time and effort of the military are required in the manning and operation 
of combat vessels and their close auxiliaries. The relief which can be provided 
by these privately owned ships, fully manned, by experienced crews intimately 
acquainted with their individual vessels, cannot be overemphasized. These 
ships will only be so available to the extent that they are profitably employed in 
peacetime, and such profitable peacetime employment can be greatly stimulated 
by the patronage of our own Government. The statement continually recurred 
in the MSTS testimony about the “voluntary” character of the services provided 
by American shipping. With no record of reluctance on the part of private 
American shipping to handle the Government’s business under reasonable cir- 
culustances, may we point out that the facilities of American shipping are avail- 
able to the Government first, voluntarily—and it has always been fully and 
freely given; and secondly, in times of necessity by the Government’s requisi- 
tioning of either use or title. We believe it is a fair statement that no other 
American industry has had such full use made of it and has suffered such severe 
losses in times of war or emergency, as has American shipping. We are certain 
we share the views of this committee that compulsion should be used sparingly. 
In taking private property for public use, there are no statutes more conclusive 
than those affecting shipping, and none where the compensation in such cases 
is more circumscribed. 

I see no more reason for the Government to operate military-controlled vessels 
for the transportation of commercial type cargoes in peace time than I do for 
the Government to operate military-controlled railroads to handle Government 
generated cargo either in wartime or peacetime. The same argument can and 
has been advanced with respect to Government operation of factories to supply 
vurious commodities, and this has been frowned upon as contrary to the American 
concept. The argument has been made that perhaps in this manner certain com- 
modities or services might be obtained more cheaply. I do not believe this is 
true. If we accept such a premise we are arguing for socialism. But certainly 
in the present instance no contention is made that the MSTS vessels are per- 
forming a service more cheaply than the same service can be obtained by pri- 
vitely operated vessels. Previous hearings before your commitee have brought 
forth testimony from military sources that the method of cost accounting for 
Government operation are completely different from that of the private opera- 
tor who must finance and sustain himself, and that there is no comparative basis. 
However, I might call the committee’s attention to the fact that the Chamber 
ef Commerce of the United States has only this week sent out a circular under 
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the heading of a digest of the Hoover Commission Report saying the taxpayers 
would save $514 billion a year if the recommendations of the Hoover Commission 
were adopted, and among the items listed is a reduction of Defense Department 
competition with private shipping companies. The Hoover Commission itself 
has the following to say in its current publication: 
“A typical example, the Military Sea Transport System, reported a profit of 
$4 million in 1953 but failed to list as costs a $101 million military payroll, 
depreciation of vessels, interest on invested capital, and Panama Canal tolls. 
Most children make money on lemonade stands. The ‘profits’ are high and 
the prices low. That’s because lemons, water, sugar, and ice come from 
mother’s kitchen, and are not included in the cost.” 

Now, I am familiar with the arguments advanced by those responsible for 
MSTS operation concerning the necessity of the present size organization and 
the present size of the so-called nucleus fleet. They have made the best argu- 
ments possible to support their position. I call your attention, however, to the 
fact that the nucleus fleet has been reduced from 603 to 223 vessels in the last 3 
years, and the operating personnel from some 28,000 to some 17,000. I venture 
the opinion that this result would not have obtained but for the activities of your 
committee, and I further suggest that if the definitions suggested herein are car- 
ried into effect, a further and equally substantial reduction can be made, all 
without impairing the efficiency or imposing any unnecessary hardship upon the 
armed services. I know that the opinions expressed herein will be countered 
with arguments as to the validity of a laymen’s opinion on military affairs, but I 
think their arguments will be equally vulnerable upon the grounds of military 
tendency to maintain within their own control all facets, even remotely connected 
with their various functions. If this be not so, how, then, could have the re- 
ductions above mentioned been effected? 

Nothing which I have said herein is intended as a personal criticism. I am 
addressing my remarks to a national policy. It is not to be expected that we 
shall be in agreement on principle. Our military friends and ourselves are prod- 
ucts of two separate schools of thought; we represent two philosophies. 

The argument has been made that to place military shipments more completely 
in the hands of private operators would subject this movement to labor dis- 
putes and seriously handicap military operations. This is an indictment of the 
patriotism of a substantial segment of the American public. The record will 
show that when such disputes arise military cargoes are exempt and have moved 
without any substantial difficulty. 

The record will also show that in an emergency there are more privately- 
owned ships in active operation in more widely spread areas, fully manned and 
provisioned, than is possible by the most careful planning and operation of a 
nucleus fleet. Examples have been cited by private owners before your com- 
mittee of vessels abandoning voyages after actually beginning the loading of 
cargo, leaving such commercial cargoes behind and proceeding on military voy- 
ages; and further, there are examples where such vessels have been diverted 
at sea or while in foreign ports for this purpose. There is no example of which 
I am aware of other than the most complete conversion to national defense re- 
quirements upon authoritative request. 

Therefore, I believe that legislation such as was previously introduced by the 
chairman of your committee holding to the basic concept that waterborne cargo 
or passengers under the control of the Government of the United States shall 
be transported in privately owned and/or operated vessels documents under the 
laws of the United States to the extent of the capacity and ability of such vessels 
to perform the services required at fair and reasonable American rates and 
charges, coupled with the statement that nothing therein contained shall impair 
or threaten the national security of the United States, substantially in accord 
with Senate bill 1881 and House bill 5922, both of the 83d Congress, is desirable 
legislation. I recognize, however, that under such basic concept, interpretation 
and definitions may at times he difficult, and I believe it will be necessary for 
a congressional watchdog committee in liaison with the Department of Defense, 
be maintained to currently see that the intent of the Congress be carried out. 

Very truly yours, 
FRAZER A. BAILEY. 
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AMERICAN TRAMP SHIPOWNERS ASSOCIATION, INC., 
New York 4, N. Y., March 28, 1956. 
Re hearings before the Senate Interstate and Foreign Commerce Committee on 
MSTS Operations. 
Hon, WARREN MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committees, 
United States Senate, 


Washington, D. C. 


Dear SENATOR MAGNuson: My name is James B. Stuart and I am the Presi- 
dent of the American Tramp Shipowenrs Association, Inc. I am submitting the 
following statement respectfully requesting that it be included in the record of 
the above hearings. 

After reading Admiral Denebrink’s testimony, who testified at this hearing 
on March 15, 1956, I felt it was incumbent upon me to submit this statement. 
I feel it will be helpful for a better understanding of American tramp rates, 
which have recently been categorized as “too high’’. 

I specifically invite your attention to that “portion” of Admiral Denebrink’s 
testimony wherein he quoted the president of the American Tramp Shipowners 
Association as having stated that $44,000 per month represents the operating 
cost of an American vessel and “* * * the fairness or reasonableness of rates 
quoted in excess of $1,800/$1,900 per day on this type of ship (Liberty) for such 
extended periods, may be seriously questioned.” 

The figure of $44,000 was given by me at a recent hearing before the House 
Merchant Marine and Fisheries Committee on the 50/50 legislation. It was 
given as a rough figure and limited entirely to the actual vessel expenses in- 
curred in the operation of an American-flag tramp Liberty for the purpose of 
comparing this cost with that of the operating cost of a similar foreign-flag ves- 
sel. For this reason, there was no mention made of depreciation, interest on 
capital, administrative expenses and office overhead, items which must be con- 
sidered by a steamship owner when figuring a compensatory rate for the char- 
tering of his vessel. 

Attached hereto is exhibit “A” which is an itemized analysis of all these 
expenses. <A careful study of this exhibit reveals that the overall cost of an 
American-flag tramp Liberty vessel, vessel operating expenses plus administra- 
tive expense and overhead, adds up to a total of $58,034 per month. Please note 
that this figure does not reflect any profit to the owner, nor does it provide for 
the accrual of funds required to replace aging vessels at the higher construction 
costs of today. The majority of our members own but a single American-flag 
tramp vessel, some own two American-flag tramp vessels, and very few own more 
than this number. Where an owner owns and operates two vessels he, of course 
would incur a greater amount of administrative and overhead expenses. How- 
ever, per vessel, the administrative and overhead expenses should be 25 percent 
less than in the operation of a single vessel. It must be borne in mind that 
actual vessel operating costs are the same for each vessel regardless of the num- 
ber of vessels one owner may operate. 

To determine whether American-flag Liberty tramp rates are reasonable, it is 
most essential to understand the freight market. This market has the fluctu- 
ating characteristics of the stock market. Rates vary from day to day and from 
week to week. When there is a scarcity of tonnage and an abundance of cargo, 
rates increase ; conversely, when there is an abundance of tonnage and a scarcity 
of cargo, rates decline. To conclude that rates are unreasonably high, it is 
necessary to take the average rate level for a given period of time. Approxi- 
mately a year ago, American-flag tramp vessels were operating at practically 
break-even levels and in some cases at losing rates. In fact, going back a bit 
further, American-flag tramp vessels were chartered to MSTS at losing rates. 
I can safely say that the accumulated profit and loss statements, to date, of the 
majority of our members would reflect a net loss. More recently, more cargoes 
came into the market, rates increased until they reached the present levels 
which, in relation to the overall cost of operation, cannot be called unreasonable. 

Then too, although an owner estimates the net result of a particular voyage 
based on the rate of charter hire, unforeseen circumstances may completely upset 
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the original estimate and a good many times the owner is left with a loss rather 
than a profit. See paragraph 7 of “Exhibit A.” 

It is important also in determining the reasonableness or unreasonableness of 
the rate level of reported fixtures to be able to properly analyze them. For 
example, the port of delivery of the vessel to the charterer and the port of re- 
delivery by the charterer to the owner play an important role in such an analysis. 
A recent fixture quoted in a chartering report indicated the following: 

“American-flag Liberty, delivery South Atlantic, trip to U. K. or continent, 
delivery April, $62,500 per month plus 15-day ballast bonus.” 

This means that the owner will deliver the vessel to the charterer in a South 
* Atlantic port. The owner incurs any and all expenses in ballasting the vessel to 
this port of delivery. Upon completion of loading, the vessel proceeds to a 
U. K. or continental port (charterer’s option) for discharge and redelivery to the 
owner. There being no business for an American vessel in a U. K. or continental 
port, the owner must now ballast his vessel back to a port in the United States. 
For this reason, in the above fixture, a “15-day ballast bonus” was agreed upon as 
a fixed compensation to the owner for this ballast voyage to the United States as 
the monthly charter hire of $62,500 per month ceased upon redelivery to him at 
a U. K. or continental port. This type of charter party is one of many different 
kinds too numerous to explain at this time. However, it would be impossible 
to make a fair determination of the rate level without a full knowledge of the 
full meaning of the particular type of charter party entered into, plus the many 
variations in terms and conditions agreed to between the parties. 

It is also necessary in analyzing fixtures to note the advance chartering of a 
vessel because, in most instances, a “spot” fixture demands a higher rate than 
a fixture made well in advance. This “spot” fixture, as opposed to advance 
fixtures also plays a most significant role in the availability of tonnage. In 
other words, it is always possible for a charterer to come into the market for 
“spot” vessels and find that there are none available. However, that does not 
mean that there is a scarcity of vessels; it merely indicates that the charterer 
has not properly planned his transportation needs and sought vessels sufficiently 
in advance in the market. 

The length of time a vessel will be chartered for also is significant, the longer 
the period the greater assurance to the owner of employment for his vessel and, 
therefore, his willingness to take a lesser rate; whereas the shorter the period 
of charter, the higher the rate as the uncertainties of future employment after 
termination of the charter warrants this increase. Having occurred so frequently 
in the past, it is conceivable that a vessel fixed for a short period at a fairly 
good rate, cannot repeat this fixture later as a result of a drop in the market. 
It is beyond the furthest stretch of my comprehension how it is possible to 
properly determine the reasonableness or unreasonableness of a rate level without 
first determining all the cost elements and their relationship to the rate. It is 
imperative in making such a determination to take into consideration all of 
the factors above referred to, including exhibit “A” attached hereto. If all 
of these factors are not included in an appraisal of the rate level, any statement 
as to the unreasonableness of that rate level cannot be but meaningless and 
unfair. It would be the statement rather than the rate that is unreasonable. 

As president of the American Tramp Shipowners Association, I feel that our 
members, to date, have not taken unfair advantage of the improved freight 
market, but have kept their rates at fair and reasonable levels. It is unfortunate 
that misunderstandings and misconceptions have occurred and I trust that this 
statement will be of some assistance in avoiding them in the future. As an 
association, we have been in the past and are at the present more than willing 
at all times to give our complete cooperation to any department or governmental 
agency. We are no different from other American businessmen who believe in 
our democracy and way of life and who feel that under our economic system are 
entitled to a fair and reasonable profit for their efforts in business. 

May I take this opportunity on behalf of the American Tramp Shipowners 
Association to again express my sincere appreciation to this Committee for its 
untiring efforts and achievements for the welfare of the American merchant 
marine. 

Very truly yours, 
JAMES B, STuArt. 
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Exuisit A 


Expense of operation of a Liberty-type vessel under the American flag, year 1955 
Per month 


Basic wages 
Overtime 


Total crew wages and benefits 


Subsistence 

Insurance, Marine and P&I 

Maintenance, repair and survey 

NN aha eeean iets ein ena aan A sede tae Ea 
Miscellaneous ___- 


Off Hire reserve__-_ 


Total vessel operating expense * 
Depreciation—5 percent on $640,000 per annum 
Interest on invested capital 344 percent on $740,000______-__- 


Estimated administrative and general overhead expense as per 
attached—page 


Total vessel operation, administrative and overhead expense_- 
NOTES 


*1. The vessel operating expense was prepared from consolidation and analysis of 
vessel operating cost data submitted by owners of 36 vessels and covering in excess of 4,000 
days of operation. 

2. Total crew wages and benefits—Subsistance costs: The individual company’s actual 
costs will vary from average costs shown dependent on number of crew carried and the 
requirements of particular routes and areas as they may affect overtime and food purchases. 

3. Insurance, Marine and P & I: There was considerable variance in the individual com- 
pany’s expenses due principally to extent each may have used the American and/or foreign 
markets, also to purchasing power of some owners to secure more economical “fleet” cover- 
age. It is very possible also that some owners have not fully reflected total cost of 
“deductible” claims liability. 

4. Off-hire reserve: No vessel operates continuously throughout the year. Drydocking, 
repairs, machinery breakdowns, etc., always result in an “off-hire”’ period. It is cus- 
tomary, therefore, to allocate 12 months of operational expenses to 11 months’ income. 

5. Interest on invested capital: This includes interest paid on outstanding mortgage 
notes and interest at 34% percent on purchase price over and above amount of outstanding 
mortgage. 

6. Depreciation: The individual owners have adopted various rates of and methods of 
computing depreciation and some have purchased vessels in open market at purchase prices 
far above statutory price. The depreciation charge used here is the absolute minimum. 

7. Voyage and miscellaneous expenses: There is likewise no expense shown for brokerage, 
fuel, cargo expense, cana] dues, port charges, etec., all of which items vary with each voyage 
and type of charter, depending upon length of voyage, destination, port facilities, etc. 
These expenses are estimated by the owner prior to “his bidding for the business”’ and only 
fully determined at the conclusion of the voyage. Estimated voyage expenses may there- 
fore vary owner to owner. Final voyage expenses often an | to light expenses that could 
not possibly have been foreseen at time of the estimate. Such expenses would include 
among others, delays due to adverse weather conditions, machinery breakdown, port conges- 
tion, strikes, etc. Then, too, it must be borne in mind that the Season of the year affects 
the carrying capacity of the vessel (tropical, summer, or winter marks), and consequently 
directly affects the cost per ton carriage. It can be readily seen, therefore, how an identical 
voyage can result in a variance of basic operating and/or voyage costs. 


Estimated administrative and general overhead required for operation of one 
American tramp vessel 


Salaries: Per annum 
Executive $25, 000 
Secretarial 
Engineer (port) 

Accounting and claims 

Operating and insurance 

Ship chandler, paymaster, and port captain 
Telephone and files 


ens. 
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Estimated administrative and general overhead required for operation of one 
American tramp vessel—Continued 

Per annum 

en a en de cetigd Rane ee ed a emincey eer tens $18, 000 
pS a | SLE AAI et ELLE RAE ESLER toe Be) aes 5, 000 
Dues, subscriptions, and membership 2, 400 
Travel and entertainment 1, 200 
Cables, telegrams, and telephone______---__-_-_----- feel speed staat eke 1, 200 
1, 500 

Supplies and equipment 1, 800 
Grete, ponuees, Gad meceianeous..... i ek. 1, 200 


+108, 300 


1 Or $9,025 per month. 


The CuarrmMan. Who else cannot be here next week ? 

( No response. ) 

The CuairMan. We will stand in recess until the call of the Chair. 

(Thereupon, at 3:50 p. m., the subcommittee was adjourned, sub- 
ject to the call of the Chair.) 

(Subsequent to the public hearings, answers were received from 
MSTS and other Defense agencies to questions submitted by the sub- 
committee staff regarding polici ies and practices, as follows: Depart- 
ment of Navy, May 9, 1956; Department of Navy, May 9, 1956; 
Department of Army, May 4, 1956; Department of Navy, May 9, 1956; 
Department of Air Force, May 15, 1956; Assistant Secretary of De- 
fense, May 17, 1956.) 

(Also received subsequent to the hearings were letters from the 
Pacific. American Steamship Association, dated April 20, 1956; and 
the American Association of Small Business, dated March 26, 1956.) 


DEPARTMENT OF THE NAVY, 
MiILtrary SEA TRANSPORTATION SERVICE, 
Washington, D. C., May 9, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: As requested in your letter of April 6, 1956, relative 
to the hearings of your subcommittee on MSTS operations and policies, the 
following information is furnished regarding the points listed therein. For 
simplification, the topics are dealt with in the same order as presented in your 
letter. I had understood that I would be afforded the opportunity to appear 
before your committee for direct testimony on the several matters incorporated 
in your questionnaire and would appreciate being advised whether you have 
this is contemplation. 


RECOMMENDATIONS OF THE COMMISSION ON ORGANIZATION OF THE EXECUTIVE 
BRANCH OF THE GOVERNMENT 


You inquire as to what has been done or is proposed to be done within the 
Department of Defense, with reference to certain recommendations contained 
in pages 211-218 of the Commission’s Subcommittee Report on Transportation. 
It should be noted that the Department of Defense did not deal with the recom- 
mendations of the subcommittee as transmitted to the Chairman of the Commis- 
sion, but only with such recommendations as were adopted by the Commission 
and appearing in pages 29-47 of the Commission’s Report on Transportation 
transmitted by Chairman Hoover under date of March 28, 1955, to the Prevident 
of the Senate and the Speaker of the House of Represe ntatives. In his letter of 
transmittal, Chairman Hoover explains that “the recommendations of the 
Commission do not necessarily coincide with all of those of the subcommittee, but 
include the results of independent investigation by the Commission’s staff and 
the experience of the members of the Commission.”’ 

It is believed the Commission’s six recommendations, with their subdivisions, 
cover substantially all of the points raised under this heading in your letter. 
Accordingly, I am setting forth these recommendations in full, together with the 
comments of the Department of Defense as prepared in December 1955, in regard 
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to each one. It appears appropriate, also to quote the introductory statement 
which prefaced the comments, as follows: 

“In this report the Commission frequently advances the proposition that in 
case of war the real transportation reserve of the Armed Forces is civilian ships 
and planes, and that therefore these civilian means of transportation must be 
strengthened by Government business. The Department of Defense does not 
question the validity of that proposition. The Commission, however, carries 
the application of this proposition beyond the point to which the Department of 
Defense can follow in two respects : 

“(1) In urging that the Department of Defense take certain action to keep 
civilian transportation prosperous, the Commission occasionally overlooks the 
fact that the proposed action would result in the Department of Defense operat- 
ing its own transportation facilities in an inefficient manner. For example, the 
subcommittee’s reasoning behind recommendation No. 10 indicates that pas- 
sengers should be assigned to private carriers even though MSTS has unused 
accommodations. 

“(2) The Commission apparently favors reducing the size of nucleus fleets 
of ships and airplanes below that determined by the responsible Government 
officials, in order to aid civilian carriers. 

“As to (1) above, the Department of Defense is charged with the duty to 
administer the funds Congress appropriates to it as efficiently as it can in 
accordance with such national policies as may be established by higher authority. 
The Department of Defense, therefore, considers it is not justified in departing 
from that duty merely because civilian carriers would be benefited. 

“As to (2) above, the size of nucleus fleets of ships and airplanes which it is 
desirable to maintain is admittedly a difficult problem. It is further a problem 
on Which the present world situation makes experience of little help. The far- 
flung dispersal of our forces, the possibility of a sudden outbreak of limited 
actions, such as Korea, and the probability that if a major war comes it will come 
with lighteninglike suddenness, argue in favor of maintaining larger nucleus 
fleets than has been thought necessary in the past. The Department of Defense 
knows of no other way of solving this problem than to strike what appears to 
be a reasonable balance between readiness for immediate combat and the 
desirability of strengthening civilian transport, relying in the case of ships (see 
tab A) on the judgment of the Government officials charged with making the 
decision. The Department, therefore, finds it is unable to go along with rec- 
ommendations which advocate substantially smaller fleets than such a reasonable 
balance produces.” 


Recommendation No. 6 (p. 37) 

“That the Military Sea Transport Service include in its reported operating 
costs : 

“(a) Military pay and allowances. 

“(b) Vessel depreciation. 

“(c) Interest on investment. 

“(d) Panama Canal and other tolls. 

“(e) Insurance costs. 

“(f) To the extent feasible, the value of use of Government docks and 
other facilities.” 


Comments 

“If it were determined that any useful purpose would be served, MSTS could 
include in its reported operating costs the items listed in this recommendation, 
although certain of them would necessarily have to be computed on an arbitrary 
basis. To do so would involve an extensive revision of the naval industrial fund 
accounting procedures without any apparent benefits. The alternatives would be 
for MSTS to maintain an entirely separate set of cost accounts and an entirely 
separate set of financial and operating reports at considerably increased admin- 
istrative expense. As presented in the recommendation and its introductory 
remarks, the proposal is greatly oversimplified. 

“As concerns military pay and allowances and Panama Canal tolls, no particu- 
lar problems are involved. With respect to the other items, a number of ques- 
tions arise if valid cost comparisons are to be made between MSTS operations 
and those of private enterprise. 

“Vessel depreciation—To compute depreciation on Government-owned vessels 
utilized by MSTS, including vessels obtained from the National Shipping Author- 
ity, it becomes necessary first to determine a cost base. From the standpoint of 
‘real costs to the taxpayer’ (to employ the expression used in the Commission’s 
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remarks), the actual cost to the Government for the vessels’ original wartime 
construction costs and subsequent capital improvements, depreciated at 5 percent 
per annum over a 20-year period, would seem proper. For a more accurate com- 
parison with commercial costs, however, the depreciation recorded by MSTS 
should be based upon the statutory sales prices at which the majority of private 
shipping companies acquired their ships under the favorable provisions of the 
Ship Sales Act of 1946. These prices represent only approximately 50 percent of 
the actual cost to the Government for construction and improvements, the balance 
being absorbed by the Government and resulting in a substantial benefit to private 
shipping enterprise but as one of the ‘real costs to the taxpayer.’ With respect to 
the value of tankers, in particular, MSTS would find it difficult to determine a 
compensatory offset to the value of the much lower operating costs made possible 
for the American private operator permitted to transfer certain of his vessel 
tonnage to foreign flags in consideration of his constructing new tonnage in 
American yards. It should also be pointed out that presently the current oper- 
ating costs of MSTS include the cost of major repairs, major alterations, and 
major structural renewals, which costs would ordinarily be capitalized by private 
concerns. 

“Interest on investment.—It is assumed this would be calculated on the basis 
of the prevailing average rate of interest paid on Government borrowings, ap- 
proximately 21%4 percent. This would be 1 percent lower than the 34% percent 
paid by private owners on outstanding balances due under mortgages on ships 
purchased from the Government under the Ship Sales Act of 1946. It is further 
assumed that the interest charge would be aplied by MSTS to the corpus of the 
Navy industrial fund, at present established at $75 million, as well as to the Gov- 
ernment’s investment in vessels and inventories utilized by MSTS. Regarding 
vessel valuations, the same problems arise as to the method of computation as 
above discussed under ‘Vessel depreciation.’ 

“Whether or not charges for ‘Vessel depreciation’ and ‘Interest on investment’ 
are recorded in MSTS accounts, the ‘real costs to the taxpayer’ for these consid- 
erations, as they affect the Government-owned ships used by MSTS, are actually 
the same whether the ships are in active operation or are laid up in the reserve 
fleet. 

“Insurance costs.—Because the Government is, generally speaking, a self- 
insurer, it does not necessarily follow that, as respects insurance, an advantage 
accrues to MSTS in its operation of Government-owned ships. Commercial 
ship operators incur the expense of premiums for hull and machinery and P. and 
I. insurance so that in the event of marine casualties necessitating extensive 
repairs, or claims of other nature where the operator’s liability is established, 
their underwriters will assume the resulting heavy out-of-pocket expense. In 
the case of MSTS, the expense of such repairs and claims becomes a direct charge 
against its operating costs in its maintenance and repair and claim accounts as 
out-of-pocket items. For all practical purposes, therefore, the major proportion 
of the expense borne by private shipping for marine insurance is likewise borne 
by MSTS, but accounted for under different headings. 

“Value of use of Government docks and other facilities —Whether it would be 
practical to determine the proportion of the Government’s cost of these facilities, 
applicable to the operations of MSTS, is open to question. With respect to 
wharfage at military installations, it probably would be feasible to devise 
arbitrarily a schedule of charges. As related to the broad question of services 
furnished without charge to MSTS by other Government agencies, these are 
usually performed by such agencies in conjunction with their regular functions 
and their organizations and costs, from the standpoint of actual expense to the 
Government, would remain substantially the same whether or not they rendered 
these services to MSTS. 

“If the determination of a workable basis of comparison between the costs of 
operating the MSTS nucleus fleet and the privately operated United States-flag 
ships were to be attempted seriously, a number of factors in addition to those 
listed in the Commission’s recommendation would have to be considered, and 
costs recorded by MSTS on some arbitrary basis, for items such as the following 
which are borne by private shipping but not by the Government : 

“(a@) Tonnage taxes assessed on merchant ships engaged in foreign commerce. 

“(b) Certain foreign port dues from which public vessels are exempted by 
virtue of reciprocal agreements with the nations concerned. 

“(e) Solicitation and entertainment expense. 

“(d) Advertising. 

“(e) Brokerage on cargo and passenger bookings. 
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“Whatever might be the results revealed by a comparison of MSTS and com- 
mercial costs, this could have little or no bearing upon the MSTS nucleus fleet 
as currently constituted and employed. A large part of the transportation this 
fleet performs can, by statutory limitations, be performed only by Government- 
owned ships. The balance is required either because there are no privately 
operated facilities available, or the necessity for direct military control has been 
determined as is set forth in the comments on recommendations Nos. 9 and 11. 

“In view of the foregoing, the basic recommendation that the MSTS account- 
ing system be revised so as to provide for comparative costs with private indus- 
try, is considered to be infeasible. However, the Department of Defense intends, 
from time to time, to expand the operating cost base in the interest of obtaining 
a better management tool for use in improving the efficiency of the operation.” 


Recommendation No. 7 (p. 39) 

“(a) That Department of Defense directives be so clarified that Govern- 
ment-owned ships will not be operated when private facilities can render 
adequate service at reasonable rates, except for clearly established military 
security reasons.” 

Comments 

“It is considered that the directives under which the operations of the Military 
Sea Transportation Service are conducted currently are sufficiently clear to 
assure the maximum practicable utilization of private facilities where such 
facilities are available and adequate, with appropriate consideration for mili- 
tary necessities and prudent management. That these directives have been 
effective is reflected in the fact that, for the past year or more, approximately 
75 percent of all outbound military cargo has moved to overseas areas in privately 
owned and operated ships. The remainder has comprised movements which, 
because of statutory limitations, are restricted to transportation in Government- 
owned ships; assembled aircraft moving in quantities to require the use of 
Navy-manned carriers; and movements to special projects involving security 
restrictions or to remote areas where no commercial shipping services are 
available. 

“('b) That the shipping agencies and the Military Sea Transport Service 


apportion more cargo to private carriers and reduce the amount of arbi- 
trarily labeled ‘nonsusceptible’ freight.” 


Comments 


“The comments under (@), above, which indicate the percentage of cargo at 
present moving in privately owned ships, apply as well to this recommendation. 
There is an apparent misunderstanding of the applicability of ‘nonsusceptible’ 
as it pertains to the apportionment of military cargo to private carriers. MSTS 
makes no claim that ships operated by commercial companies cannot physically 
handle cargo of the same categories as those handled by the MSTS merchant-type 
ships in its nucleus fleet. Nonsusceptibility applies not only to the type of cargo, 
but also to the type of service in which a ship may be engaged. More specifically, 
it applies to ships engaged in berth-line service where the necessities of the com- 
mercial trade require adherence to fairly rigid schedules on fixed itineraries and 
where the types of military cargo involved might prove to be incompatible for 
stowage with the commercial cargo lifted by the ship. 

“Tilustrative of this is the movement of ammunition for which Coast Guard 
regulations require that cargo compartments be sheathed for safe stowage. 
Ammunition usually generates in shipload quantities and, with few exceptions, 
has been reserved for movement in privately owned ships under time charter. 
Hence, ammunition is generally regarded as nonsusceptible to berth movement 
although, on occasion, small parcels have so moved. The shipment of assembled 
aircraft on the decks of conventional-type cargo ships is avoided wherever 
possible because the lesser freeboard of such ship increases the risk of damage 
to planes from saltwater spray. Cargo ships offer no facilities for the servicing 
which present-day types of planes sometimes require en route and which is 
possible when they move on aircraft carriers. Because of these considerations, 
assembled aircraft have been categorized as generally nonsusceptible to private 
shipping movement but here, again, when planes for a given destination are not 
in sufficient number to justify the use of an aircraft carrier, private shipping 
services are utilized. Bulk commodities, such as coal and lumber, when avail- 
able in full shipload lots, are more adaptable for movement in privately owned 
time chartered ships and, in such quantities, are not regarded as susceptible to 
berth line movement. Privately owned automobiles of military personnel are 
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limited by interpretation of statutes to transportation in Government-owned 
ships and this tonnage is, perforce, not susceptible to movement by private ship- 
ping. In those instances where security aspects are an overriding consideration, 
nonsusceptibility to all types of private shipping would apply, irrespective of 
the nature and quantity of the cargo involved. 

“From the foregoing, it should be apparent that the nonsusceptible concept is 
applied in a limited way, and for reasons which are obvious, only to certain types 
of private shipping with respect to certain cargo movements. The determina- 
tions are not made arbitrarily but with proper regard for the best interests of 
the Government and in accordance with those principles of sound traffic manage- 
ment which are espoused by the Commission in part V of its report. 

“In light of the foregoing comments, the Department of Defense considers that 
no change in the present method of determining nonsusceptible cargo is required.” 

“(e) That Military Sea Transport Service and the shipping services jointly 
scrutinize the entire procedure which now controls the determination by Mili- 
tary Sea Transport Service of advance space requirements. Necessary 
changes should be made to provide ship operators with reasonable lead time 
and firmer space commitments.” 


Comments 

“The practices and procedures of the Military Sea Transportation Service 
relating to lead time and space commitments to berth line operators were devel- 
oped in collaboration with the Army Transportation Corps and the Navy’s Bureau 
of Supplies and Accounts at joint meetings with the traffic and operating officials 
of the berth-line companies. These meetings were held in each of the major ports 
of embarkation (New York, San Francisco, Seattle, and New Orleans) where the 
berth-line officials were accorded opportunity to make their recommendations 
which, in the majority of instances, were incorporated in the procedures. 

“Based upon the best information from the shipper services available to MSTS, 
the berth operators are given a reasonable estimate, 10 days before the begin- 
ning of a shipping month, of the total amount of cargo they may expect to receive 
during that month. As concerns individual ships, the actual amount of space 
to be utilized by the military is confirmed not less than 6 days prior to the 
expected on-berth date of the ship. In commercial practice, depending upon 
prevailing trade conditions, a considerable degree of uncertainty frequently exists 
as to either the type or quantity of cargo that may be available for any ship until 
shortly before the date of its scheduled sailing. 

“Commandeg, Military Sea Transportation Service believes that the present 
procedures are, in many respects, superior to commercial practice insofar as the 
berth operators are concerned.” 

“(d) That the shipper services should reexamine their regulations im- 
posing restrictions on port time for cargo.” 


Comments 

“In the experience of the MSTS, application by the Army of the present 15-day 
rule with regard to the length of time cargo may remain in port has rarely had 
an adverse effect upon the efficient utilization of cargo space provided by either 
Government-owned or privately operated vessels. 

“The Navy does not place any limitation on the time that cargo may remain 
in port, except to assure that deadline delivery dates are met. During normal 
peacetime operations, the Navy has not experienced port congestion. For emer- 
gency conditions a movement control plan has been developed which, when imple- 
mented, is calculated to prevent congestion in the ports.” 

“(e) That port congestion should be controlled at warehouse and factory, 
rather than by port time limitations.” 


Comments 

“Port congestion is avoided by means of a warehouse or factory release sys- 
tem. When export cargo is ready for shipment from an inland point, the shipper 
requests, from the transportation zone office in Memphis, routing instructions 
and the date the cargo is to be released by the shipper to the land carrier. The 
transportation zone office first determines the most economical routing of the 
cargo on the basis of the least overall cost to the Government from origin to 
destination. From the routing the port of exit is determined. The port of exit 
is queried as to the capability of the port to receive and load the cargo aboard 
the overseas carrier. Upon receipt of the date the port will receive cargo, the 
shipper is furnished with the routing and the date the cargo should be released 
to the depot or vendor’s plant to the land carrier. 
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“At the present time, the Navy does not have a port-congestion problem, and 
au release system is not needed. However, the Navy has a system similar to the 
one described above for the Army, ready to be placed into operation if needed.” 


Recommendation No. 8 (p. 40) 
“(a) That because of the immediate availability, in emergencies, of vessels 
in intercoastal trade, the Department of Defense should utilize the services 
offered by private certificated carriers.” 


Comments 

“The occasions on which Government-owned or MSTS-controlled merchant 
vessels have been used for the carriage of military cargo in the coastwise or 
intercoastal trades have ben relatively few. The movement of military cargo 
in these trades has been confined almost exclusively to the ships of the regularly 
established commercial lines. Except in the case of special aircraft movements 
by aircraft carriers, the governing consideration for the use of MSTS-controlled 
shipping has been the efficient employment of units for which the Government 
has already committed under charter terms, having their primary mission beyond 
either coast. Since such ships were available, they have been used to avoid 
incurring double expense. 

“In the conduct of its operations, MSTS must follow the principles of prudent 
management. This does not permit a vessel for which it is committed to sail 
empty or unduly light on any assignment, when there is military cargo available 
for transportation over the route to be traversed by that vessel in the course of 
carrying out its assignment.” 

“(b) That the Interstate Commerce Commission review its World War II 
exemption of the requirement of certification for intercoastal tr@nsport, in 
the interest of maintaining a healthy coastal maritime service.” 


Comments 

“The subcommittee recommendation is directed to the following exemption 
by the Interstate Commerce Commission : 

“315.3 Chartering of vessels to the United States.—The chartering of vessels 
to the United States Government or any department or agency thereof for use by 
the Government in the transporting of its own property, in interstate or foreign 
commerce, be, and is hereby exempt from the requirements of part III of the 
Interstate Commerce Act until further order of the Commission (ex parte No. 
152, 7 F. R. 2976).’ 

“The requirements of the Interstate Commerce Act have little application to 
the operations of the Military Sea Transportation Service. As to Government- 
owned and operated ships, it is clear that they are not engaged in ‘commerce’ 
under the definitions of the act even when lifting cargo coastwise or intercoastal ; 
further, the sovereign is exempt from its own statutory restrictions in the absence 
of a clear intent to the contrary. In any event, the act requires the Interstate 
Commerce Commission, upon formal application of any water carrier, to exempt 
such carrier from the requirements of the act when engaged solely in carrying 
cargo of the owner. As to vessels time-chartered to MSTS, they are expressly 
exempt from the act (1) when carrying bulk cargoes of not more than three 
commodities; (2) when carrying petroleum products in bulk in vessels designed 
exclusively for that purpose. 

“The only operations of MSTS which could have been considered as possibly 
coming within the jurisdiction of the Interstate Commerce Commission have 
comprised those few occasions mentioned with respect to Recommendation No. 
S (a) when MSTS found itself committed by contract to pay for the use of a 
time-chartered vessel. and prudent management would not permit its sailing 
empty or unduly light on a voyage necessary in its regular assignment when 
a military cargo, heterogeneous in nature, was available for the intercoastal 
portion of its route. The status of such vessels, if considered as under ICC 
jurisdiction, would have been no more than that of contract carriers, the vessels 
would have been required to obtain temporary permits for the intercoastal 
portion of the voyages and, in the circumstances, such could have been hardly 
more than a formality. 

“Withdrawal of the exemption by the Interstate Commerce Commission would 
have no significant effect upon operations of the Military Sea Transportation 
Service.” 

( NoTe.—“Without objection on the part of the Department of Defense, the 
Interstate Commerce Commission, by order dated November 18, 1955, withdrew 
the exemption to become effective March 6, 1956. No further implementation 
required.’’) 
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Recommendation No. 9 (p. 43) 

“(a) That to assist the prospect of reaching congressionally approved 
goals, Government-owned tankers should be replaced with more modern 
privately owned ships, and the Government ships placed in a mothball 
reserve, provided the total cost to the Government is not increased after 
consideration of all factors, including taxes and subsidy recapture.” 


Comments 

“The Department of Defense does not agree that all Government-owned 
tankers should be laid up (tab A) nor does the Department of Defense consider 
that the criteria for determining the percentage of cargo to be apportioned 
between privately owned and Government-owned tankers should include taxes 
and subsidy recapture. In the view of the Department of Defense, the com- 
putations of taxes and subsidy recapture is well nigh impossible for the reason 
that tax computations would involve a number of imponderables including 
future market fluctuations and there can be no subsidy recapture since neither 
operating nor construction subsidies are granted for tank vessels. 

“The determination of the tonnage to be apportioned to privately owned 
and Government-owned tankers, because of many complex factors, requires 
most careful consideration. The importance of petroleum products to military 
operations requires the Department of Defense to insure the continuous delivery 
of this vital product on a worldwide basis. The redeployment of major military 
units results in swift, unpredictable changes in POL requirements. Increases in 
worldwide civilian POL requirements usually coincide with increases in military 
requirements; therefore, operational control of sufficient tanker tonnage is 
required by the Department of Defense to assure the delivery of petroleum 
products in the amount, time, and place required. When the demand for tankers 
for the carriage of petroleum products for the civilian economy is great, it may 
not be feasible for the Department of Defense to charter additional vessels or 
to revise the existing charters of tankers on hire. To guard against this con- 
tingency, some standard-size tankers are required. 

“Another factor to be taken into account in considering the apportionment of 
bulk POL cargoes between privately and Government-owned tankers is the 
ports and areas to be served. The Commander, MSTS, after careful study of 
this problem, has determined that tankers under the operational control of 
MSTS should not be larger than 25,000 deadweight tons. Most modern tankers 
are considerably larger than 25,000 deadweight tons and therefore cannot enter 
many of the small harbors which must be served. In addition to requiring 
service at small harbors, the Department of Defense requires small- and mod- 
erate-size tankers for service to the Arctic regions where, because of the danger 
to the ship, private operators are loath to have vessels operate. 

“In addition to tankers to meet present needs for increased or changed re- 
quirements and for operations to outlying ports and Arctic regions, the Depart- 
ment of Defense considers that an organization in being must be maintained 
to provide for the sudden expansion which must inevitably occur in the event 
of a war. In order for such an organization to be effective, tanker operations 
must presently be of commensurate size and scope. 

“As the task force has pointed out, the Department of Defense initiated a 
program of replacing Government-owned T-2 tankers with privately owned 
vessels in the summer of 1952. With the delivery of four 25,000 deadweight ton 
tankers, eight Government-owned T—2 tankers were laid up. After evaluating 
this contract, the Department of Defense initiated legislation for the long-term 
charter of 25,000 deadweight ton tankers to be built for charter to the Depart- 
ment of Defense. Contrary to the inference contained in the report of the task 
force, Congress was not entirely sympathetic to the concept of long-term charter- 
ing. When the bill reached the Senate [sic], it was revised to provide for the 
construction and operation of 20 tankers by the Department of Defense. After 
conference, legislation was enacted to provide for the construction of 15 of the 
20 vessels by private interests and $30 million was appropriated for the con- 
struction of Government-owned tankers. The reaction of industry to this 
legislation does not indicate to the Department of Defense the degree of interest 
which the task force assumes on the part of private industry. The foregoing 
brief discussion indicates that the problem is not readily susceptible to a simple 
solution but requires most careful consideration, 
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9 | 


0 | 


July 1, 1952-- 
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0 | 





“When the 25,000-deadweight-ton tankers are delivered, it is planned, on the 
basis of present requirements, to reduce the fleet of Government-owned tankers 
to a total of four 25,000-deadweight-ton tankers and 10 T—2-type tankers. 

“(b) That short-term contracting should continue to be used only to cover 
unanticipated peak demands and unpredictable requirements.” 


Comments 
“The implications of the recommendation in this subparagraph should be con- 
sidered in conjunction with the preceding subparagraph (a). The adoption of 
the 10-year charters for the 15 privately owned tankers as outlined under (@) 
above will automatically minimize the necessity for short-term contracting. For 
the relatively short period between the execution of charters for the new tankers 
and the time of their delivery, however, it is considered to be in the best interests 
of the Government to continue short-term contracting to cover peak demands. 
“(c) That the ‘voluntary tanker plan’ should remain in active existence, 
so that it will be available again during war. Cooperative effort is required 
by industry and Government to see that it so continues. However, arrange- 
ments should be made to prevent losses to participants.” 


Comments 
“The Department of Defense has been completely satisfied with the operation 
of the voluntary tanker pool and therefore concurs with the recommendation that 
it should be continued. The Department of Defense is at a loss to understand 
the qualifying remark in the recommendation that arrangement should be made 
to prevent losses to participants. The tanker rate, as established for the volun- 
tary tanker pool, was based on allowing tanker operators a reasonable profit.” 
(Nore.—The Department of Justice, in collaboration with the Maritime Admin- 
istration, has provided means for the continuation of the voluntary tanker pool 
in an inactive status. It will be available for prompt reactivation in the event 

of emergency. ) 

“(d) That steps be immediately undertaken to substitute privately owned 
T-2’s for contract-operated Government-owned tankers in point-to-point 

petroleum transportation.” 


Comments 

“The importance of petroleum products to military operations requires the 
Department of Defense to insure the continuous delivery of this vital product on 
a worldwide basis. The redeployment of major military units results in swift, 
unpredictable changes in POL requirements and there must be no element of 
speculation as to the availability of the tanker tonnage deemed necessary to 
lift them. Increases in worldwide civilian POL requirements usually coincide 
with increases in military requirements; therefore operational control of suffi- 
cient tanker tonnage immediately responsive to military command is required by 
the Department of Defense to assure the delivery of petroleum products in the 
amount and at the time and place required. When the demand for tankers for the 
transport of petroleum products for the civilian economy is heavy it may not 
be feasible for the Department of Defense to obtain the tanker tonnage it needs 
at the time required, even at exorbitant rates. This has a further effect upon 
the procurement activities of the Armed Service Petroleum Procurement Agency 
(ASPPA), necessitating the rescheduling or, perhaps, the cancellation of move- 
ments and exposing the Government to damage claims for the nonfulfillment of 
contract obligations. Illustrative of such a situation is the experience of MSTS 
with respect to its tanker requirements for December 1955 and January 1956. 
In addition to the capabilities of the tankers of the MSTS nucleus fleet and the 
4 time-chartered Orion tankers, there was need for 25 tankers for each of these 
months. Notwithstanding 4 successive invitations between October 21 and 
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December 1, 1955, and a willingness to charter at market rates which had spiralled 
to USMC plus 125 percent (while rates for the past year had averaged USMC 
minus 15 percent), MSTS on December 2, 1955, was short 4 tankers to meet its 
December 1955 requirements and 9 tankers to meet its January 1956 requirements. 
This despite adjustments made by ASPPA to reduce shipping requirements to 
actual necessities. 

“It should be remarked that during the MSTS Arctic Operations 1955, serving 
the DEW line installations in the far north, 13 nucleus fleet tankers were em- 
ployed. Private operators are not disposed to charter their tankers for such 
service because of the unusual hazards involved. Similar operations are planned 
for 1956 and there will be a continuing resupply necessity in this area for an 
indefinite period of time. 

“Insistence by the Department of Defense upon insuring the effective control 
of the ocean transportation of its minimum POL requirements is entirely in 
harmony with the operating policy followed by the majority of the larger oil 
companies. These companies seek normally to maintain owned fleets capable 
of meeting approximately 65 percent of their anticipated needs. For the next 
25 percent they rely upon long-term time charters and fill in the remaining 10 
percent with spot voyage charters. It is submitted that the sea transportation 
pattern which the oil industry has found necessary to establish for the protection 
of its commercial commitments is equally sound for adoption by the Department 
of Defense, if even on the more limited scale enforced by the Cargo Preference 
(“50/50") Act, for the proper discharge of its responsibilities for our national 
security.” 

Recommendations No. 10 (p. 46) 

“That since privately owned passenger ships will be, as they have been 
in the past, vital military auxiliaries in time of war, attention should be 
given to maximum utilization of existing passenger-carrying capacity, pro- 
vided the total cost to the Government is not increased after consideration 
of all factors including taxes and subsidy recapture.” 


Comments 


“Subject to the considerations outlined in the introductory statement, the De- 
partment of Defense concurs with this recommendation. Information available 
to the Department of Defense indicates that commercial lines are not in- 
terested in constructing ships specially designed for the mass movement of 
troops. Private shipowners have expressed interest in securing a greater por- 
tion of the Department of Defense movement of cabin-class passengers aboard 
their ships during the off season. 

“Among other proposals, the subcommittee suggests that consideration be 
given to placing in private hands the operation of a number of Government-owned 
troopships on a cost-plus-fixed-fee basis. It is difficult to determine just what 
benefit to the Government (and the taxpayer) is supposed to accrue from such an 
arrangement. MSTS transports are now crewed with civil-service personnel 
(many with years of service) at the same wage scales prevailing in the indus- 
try, but with less stringent manning requirements and costly fringe benefits than 
imposed by the industry’s existing collective-bargaining agreements. Such an 
arrangement would have no bearing upon the major items of ‘unrecorded costs,’ 
upon which the Commission has dwelt at length throughout its report, and other 
out-of-pocket expenses would be no less under private operation than under 
MSTS. The net result, then, would be to superimpose on present costs the pri- 
vate operator's fixed fee and other intangibles involved in administering the 
contracts. MSTS is not unfamiliar with this method of operation. In 1951-52, 
the Government-owned steamship Washington and steamship LaGuardia were 
operated by private companies on a cost-plus-fixed-fee basis for the carriage of 
dependents for MSTS account and, because of the excessive expense, the ar- 
rangements were discontinued. 

“MSTS operates 2 types of transports: the so-called austerity type, with 
berthing accommodations for 3,000 troops and dormitory-type cabins for 300 ac- 
companying officers; and the dependent type, accommodating 375 to 450 per- 
sons in 2- to 6-berth cabins fitted for the carriage of woman and children and 
with compartments and facilities for the transport of 1,400 to 1,600 troops. 
It will be understood, therefore, that the so-called dependent transports are 
not, in fact, operated exclusively for the lifting of dependents and civilian per- 
sonnel. When these groups move, there are always troops aboard as well and, 
at those times when the troop movement is not of sufficient volume to warrant 
the use of the austerity type transport, the dependent transports are adequate 
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for all of the troop requirements in addition to accommodating the dependents 
and civilian personnel. Under these conditions the austerity transports are 
maintained with skeleton crews in reduced operating status, at less than one- 
half their normal daily cost, subject to 15 or 30 days’ notice for full operation. 

“In considering the movement of military dependents and civilian personnel 
of the Department of Defense, recognition must be extended to the fact that 
within the currently active United States flag merchant fleet, there is an esti- 
mated total passenger cabin capability of approximately 11,715. This includes 
services worldwide, many of which are to areas where there is no military move- 
ment, such as South America and south and east Africa. During fiscal year 1954, 
of dependents alone, MSTS transported an average of 15,000 per month. In 
addition, there were moved in MSTS vessels, civilian personnel of the Depart- 
ment of Defense, United States military officers, United Nations military per- 
sonnel and others traveling cabin class to the number of 112,297 during the year, 
a large proportion of which movement was intra-area in the Far East. 

“American-flag commercial passenger space availability in the Pacific is 
meager, at best. Such service to Hawaii leaves practically no space for military 
needs because of the heavy commercial demand. To the Far East, the maximum 
commercial availability might average 50 spaces per month, while to Alaska there 
is no commercial passenger service now in operation. 

“In the Atlantic, military requirements for cabin space consistently exceed 
the MSTS capability. Commercial ship passenger space availability in the 
Atlantic, while much greater than in the Pacific, is insufficient to accommodate 
regularly even the excess beyond the MSTS capability and, as a consequence, the 
monthly deficit is met by the Shipper Services through the utilization of char- 
tered or commercial airlift. Under contracts with the United States Lines and 
American Export Lines, MSTS has utilized during the past year, an average of 
1,299 spaces per month. The extent of this availability, however, fluctuates with 
the seasonal movement of commercial travel and there have been successive 
months in a given direction when none of this space was to be had. 

“Subsequent to the issuance of the report, MSTS has executed a contract with 
the American President Lines for a limited number of first-class cabin spaces 
between San Francisco and Yokohama, and with the Matson Line for an average 
of 40 spaces per month in each direction between San Francisco and Honolulu. 

“The Department of Defense is disposed to use available American-flag pas- 
senger liners to the maximum for the movement of dependents beyond the capacity 
of its own capabilities. As it happens, however, the peaks of commercial tourist 
travel coincide generally with similar peaks in the military dependent movement 
and even in their so-called off season the privately operated lines have space to 
accommodate only a fraction of the dependents to be moved. As a consequence, 
the operation of ‘dependent’ transports by MSTS is a year-around necessity. 
While it is suggested in the subcommittee’s report that more dependent traffic 
be given to the commercial lines during their off seasons, this is also the time of 
the lighter movement of dependents, although the volume is usually sufficient to 
utilize fully the capacity of the transports on either the outward or inward leg 
of the voyage. Even were this not so, and there were troops to be moved in such 
number as to require only the limited capacity of a ‘dependent’ transport, eco- 
nomical operation requires that the space available on the same ship for the 
accommodation of dependents and civilian personnel be used for no matter how 
few. In those circumstances the purchase of commercial space could not be 
justified and would result in the needless expenditure of Government funds.” 


Recommendation No. 11, page 47 


“(a) That the policy of the Military Sea Transport Service and the na- 
tional maritime policy be coordinated and that, in particular, the nucleus-fleet 
concept be reevaluated.” 


Comments 


“It has been, and is, the continuing policy of the Department of Defense to 
support and foster the development of a privately owned and operated American 
merchant marine in consonance with the national policy as enunciated in the 
Merchant Marine Act of 1936. In effectuating this policy, close liaison has been 
maintained with the Secretary of Commerce, upon whom devolves the respon- 
sibility for implementing the basic policy. The determinations reached at the 
time of the most recent reevaluation of the nucleus-fleet concept are set forth 
in the memorandum of agreement between the Secretary of Commerce and the 
Secretary of Defense as revised in August 1954, with the concurrence of the 
Director, Office of Defense Mobilization (tab A). 
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“The agreement outlines clearly the concept of the MSTS nucleus fleet as a 
basic necessity of the Department of Defense for the effective discharge of its 
assigned responsibilities ; the purposes for which the nucleus fleet is maintained ; 
the close limits within which the nucleus fleet is expected to remain; the 
manner in which limited changes in the fleet can be effected and the requirement 
that substantive changes in numbers, types, or tonnage must have the approval 
of the Secretary of Commerce and the Secretary of Defense. The agreement 
establishes the order of priority in which shipping for ocean transportation is 
to be obtained by MSTS beyond the capabilities of the nucleus fleet. The priori- 
ties place emphasis upon the maximum utilization of available berth line space, 
giving substance to that portion of the policy declaration in the 1986 Act 
relating to the provision of services ‘on all routes essential for maintaining the 
flow * * * of foreign waterborne commerce at all times * * ** which implies 
recognition of established berth lines as the hard core of an adequate merchant 
inarine. 

“The necessity for the maintenance by the Military Sea Transportation Service 
of a nucleus fleet to meet the basic minimum shipping requirements of the De- 
partment of Defense has been recognized by every group which has made a 
study of MSTS operations or before which COMSTS has appeared in the course 
of investigations. These groups include the Joint Chiefs of Staff, congressional 
committees, the General Accounting Office, and shipping industry associations. 
The Commission’s subcommittee also recognizes this necessity but suggests that 
the present size of the fleet is more extensive than the national interest indi- 
cates. The size of the fleet will be discussed under paragraph (‘b) of this recom- 
mendation. 

“Inherent in the nucleus-fleet concept is appreciation of the basic fact that 
private shipping services are not, and cannot be geared to military operations, 
which, by their nature, involve frequent and sudden changes in shipping re- 
quirements. The uncertainties of these requirements as to volume, availability, 
and type of cargo would seriously affect that regularity and dependability of 
schedules upon which commercial shippers must rely to meet their market 
commitments. The primary purpose of private shipping is to develop and main- 
tain the flow of traffic in foreign commerce. Its first consideration is, of neces- 
sity, the satisfaction of requirements of commercial shippers by the provision 
of facilities and service equal to or better than that made available by foreign- 
flag lines. It is largely upon this premise that the operating differential sub 
sidies authorized under the Merchant Marine Act of 1936 were conceived. Pri- 
vate shipping operations are influenced by such factors as seasonal fluctuations 
in commodity movements and, in the case of some companies, by the limitations 
imposed by the terms of their operating differential subsidy contracts. Because 
of these conditions, it is to be expected that the private operaors might fre- 
quently find themselves unable to act upon military needs at the times and for 
the quantities and types of lift required, thereby compromising the movement 
of military supplies to overseas areas. The obligations imposed by the responsi- 
bilities of the Department of Defense for maintaining the integrity of our na- 
tional security render it wholly impracticable and unrealistic to place reliance 
upon such an uncertain source of lift capability to meet immediate defense 
requirements in an emergency and to provide effective logistic support to our 
forces in overseas areas. 


“(b) That Department of Defense policy directives be revised to reduce 
the Military Sea Transport Service nucleus fleet in view of the actual 
services which private industry can render.” 


Comments 


“The statistical chart shown on page 33 of the Commission's report under the 
heading: ‘The Growth of the Military Sea Transport Fleet,’ makes a comparison 
between the months of May 1950 and October 1954. Apparently, the selection of 
these particular months is for the purpose of presenting the status of the MSTS 
nucleus fleet in two quasi-peaceful eras, pre- and post-Korea. The use of the 
month of May 1950 is inappropriate and misleading because at this time the 
Army had not completed its delivery to MSTS of all of the units it was 
committed to deliver. These deliveries were completed in July 1950 at which 
time the expansion of MSTS, incident to the Korean war, had not begun. For 
a better understanding, there is presented below a comparison of the status of 
the nucleus fleet in that month with the status of the fleet as of July 1, 1955, 
when he present program of inactivations was completed : 
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MSTS nucleus fleet 


| July 1, 1950 | July 1, 1955 





Transports_.--.-- 50 
T-2 tankers_... Cees Bice : Re. oe ee 32 
Cargo-.- , wes mance 25 
Miscellaneous .- -- 79 

| 


| LEPTIN LA 136 


“Any assumptions made that the conditions prevailing in the period immedi- 
ately prior to the outbreak of hostilities in Korea, are comparable with the 
present quasi-peaceful period, are not properly founded. On July 1, 1950, the 
United States had 1,460,261 personnel in the Military Establishment, of whom 
552,000 were located outside the United States. In February 1955, there were 
2,949,158 personnel in the Military Establishment, of whom 1,370,000 were outside 
the United States, in addition to 167,000 civilian employees of the Department of 
Defense, plus 218,000 civilian employees of foreign governments engaged under 
contracts with the United States (not including 124,000 Germans paid from 
deutschemarks). These personnel were located in approximately 900 separate 
military establishments in 44 different countries, Territories, possessions, and 
island groups. It must be appreciated that the logistic support of these widely 
dispersed installations involves manifold complex problems, and it seems appro- 
priate to observe that without ocean transportation properly controlled, many of 
the installations could not have been successfully established nor could their 
continuing Support be assured. 

“So that the manner in which the nucleus fleet is employed may be fully under- 
stood, a detailed breakdown is presented (using the nucleus fleet consist as of 
July 1, 1955, as per above table) : 

“Fifty transports.—The limitations of commercial space availability outlined 
in the comments under recommendation No. 10 explain the necessity for the 
operation of these transports. It should be understood, however, that the entire 
50 are not always in full operation. This depends upon the volume of shipping 
requirements and as many as 10 or 12 ships may be in reduced operating status 
at any one time, but available for use on short notice. It was as a result of this 
availability that MSTS was so readily prepared in the summer of 1954 to meet 
the sudden demand upon the United States Navy for assistance in evacuating anti- 
Communist refugees from North Indochina to South Vietnam, involving the 
handling of approximately 300,000 refugees. 

“Thirty-two T-2 type tankers.—As indicated under recommendation No. 9, it is 
expected this number will be reduced to 30 by the end of calendar year 1955 and 
even less in time. The necessity for the operation of these tankers under direct 
military control has been fully outlined in the comments under recommendation 
No. 9. 

“Twenty-five cargo ships.—These comprised the following: 

“Two C—4’s. Converted by MSTS as 150-ton heavy-lift carriers. Prior to 
these conversions, there was only 1 ship under the American flag (a C1—M-— 
AV1) equipped to lift as much as 110 tons and MSTS was compelled to rely 
upon the time charter of foreign-flag ships to meet its heavy-lift requirements. 
The two C—4’s have been stationed permanently in the Far East as units of 
the United States military forces in that theater. 

“Four escort aircraft carriers. These were barely adequate to meet current 
and projected needs for the transportation of assembled aircraft. The neces- 
sity for the use of these carriers for the lift of assembled aircraft is detailed 
in the comments under recommendation No. 7. 

“Three refrigerated ships. There has been inadequate commercial reefer 
space available to meet military needs. This is evidenced by the fact that 
there were 8 Government-owned reefers under bareboat charter to 2 com- 
mercial operators for the transportation of military refrigerated require- 
ments to the Far East for account of MSTS. 

“Sixteen victory type. The primary employment of these ships is in the 
worldwide carriage of the privately owned automobiles of authorized mili- 
tary personnel on foreign duty, which, by interpretation of statutory limita- 
tion, must be lifted in Government-owned ships. (See comments under rec- 
ommendation No. 3 and tab C.) Of the entire cargo-ship fleet, these are the 
only ships that might be regarded as in any way competitive with private 
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operations. As is explained on page 199 of the Commission’s subcommittee 
report, when a number of automobiles are loaded aboard a vessel, weight 
cargo must be stowed in the lower holds of the ship to provide stability. 
This cargo, which averages from 1,500 to 2,000 tons per sailing when full 
loads of automobiles are carried, is generally of a character which might 
otherwise be moved by commercial lines. 

“Seventy-nine miscellaneous.—These represented more than one-third of the 
nucleus fleet. They consist of such craft as C1I-M—AV1’s, R1I-M-AV1’s, AOG’s, 
LST’s, LSM’s, ATA’s, and other strictly Navy types of which there are few, if 
any, counterparts in commercial operation. These types do not ply on any of the 
regularly established transocean commercial routes. The majority of these 
MSTS craft operate intraarea in the Far East, while others serve in the Pacific 
islands or Arctic regions, landing and picking up their cargoes by beachings at 
remote points far off the beaten track and usually inaccessible to the conventional 
type of commercial carrier. Included in the total of 79 are 36 LST’s operated 
in the Far East for MSTS, under contract, by a Japanese ship operating firm. 
These LST’s were likewise in operation in 1950 but at that time were under 
the control of SCAJAP and, following the Japanese peace treaty, were transferred 
to the control of MSTS for operation. 

“It is believed that careful consideration of the foregoing analysis will make it 
clear that the composition of the MSTS nucleus fleet as of July 1, 1955, is in no 
sense excessive. It was well within the ‘close limits’ prescribed in the memo- 
randum of agreement (tab A) referred to in paragraph (@) above, and in view of 
the present world situation and the shipping requirements upon MSTS which 
have been projected for fiscal year 1956, it does not appear possible to effect 
further reductions in the nucleus fleet at this time. 

“The Department of Defense will continue to coordinate its policy concerning 
MSTS with the national maritime policy and maintain continuing liaison with the 
Department of Commerce on matters relating thereto. The Department of De- 
fense will periodically evaluate the size of the nucleus fleet and make whatever 
adjustments are necessary to keep the size within the limits prescribed by the 
memorandum of agreement (tab A) as the same may be adjusted from time to 
time,” 


USE OF MILITARY MARINE TERMINALS 


Commander, Military Sea Transportation Service has no responsibility for, 
nor jurisdiction over military marine terminals. Accordingly, the questions 
under this heading have been referred to the Chief of Transportation, Army; 
Chief, Bureau of Supplies and Accounts, Navy; and Director of Transportation, 
Air Force, with request that they make appropriate replies directly to you. 


LONG-TERM CHARTER TANKER PROGRAM 


In my statement to the committee on March 17, 1956, it was pointed out that 
an official invitation for offers to charter 15 tankers under Public Law 575, 83d 
Congress, 2d session, was issued within 10 days after the act became law. The 
chairman of the committee expresses commendation for this unusually prompt 
action on the part of the Navy but states that “‘speed in issuing the invitation 
could not justify or execuse it containing any material ambiguities.” 

The chairman has posed several questions regarding both the earlier invitation 
and the protests made to the Comptroller General by persons unsuccessful in 
obtaining an award under that invitation. These questions presuppose (a) that 
the protestants contended that material ambiguities were contained in the invita- 
tion and (0b) that such ambiguities may have existed. As a means of reaching 
directly the crux of the situation to which the questions are addressed, the fol- 
lowing categorical statements, to be developed later, are made at this point: 

(a) None of the protests made to the Comptroller General by unsuccessful 
bidders was based on a contention that the invitation contained material 
ambiguities. 

(b) The Comptroller General did not find that the invitation contained material 
ambiguities. 

(c) The invitation issued on August 20, 1954, did not contain material 
ambiguities. 

(ad) There was no negligence on the part of the Navy or MSTS in the issuance 
of the invitation and, so far as COMSTS is aware, no allegation of such was ever 
made. 
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(e) While the invitation issued on November 14, 1955, differs in some respects 
from that issued on August 20, 1954, the article setting out the basis for evalua- 
tion of bids remained precisely the same; and the standards of financial 
responsibility to be met by the successful bidders remained basically the same. 
These were the areas involved in the protests that were made. 

Because Public Law 575 itself contained what is generally accepted as ambigu- 
ous language, the Navy gave particular attention that the invitation should be 
clear in every respect: also, that it adhere closely to established procurement 
procedures. The form of invitation, including the form of charter, and the 
procedure by which the invitation was issued and the award made were examined 
and approved by various cognizant authorities within the Navy, including the 
Office of the General Counsel of the Department of the Navy and the Contract 
Clearance Branch of the Office of Naval Material. The several separate and 
careful reviews of the invitation by these authorities failed to disclose any 
material ambiguities and gave assurance to COMSTS that none existed. 

Three unsuccessful bidders did file protests with the Comptroller General 
against the award made under the invitation of August 20, 1954. Oleum 
Transport Corp. and Atlantic Lines Co., Inc., filed a joint protest alleging the 
successful bidder was not financially and otherwise responsible. They did not 
contend that the invitation was ambiguous in any respect. Big Tankers Corp. 
filed a protest alleging its bid was low when evaluated in accordance with what 
it. itself, termed the “clear,” “plainly stated” and “unequivocal” language of 
the invitation. The gravamen of its protest was that the Government applied the 
wrong legal principles to the “clear,” “unequivocal” language of the invitation 
and that as a result it erred in evaluating the bids; this protestant did not 
contend that the invitation was ambiguous. In fact, throughout several briefs 
containing in excess of 85 pages filed by attorneys for Big Tankers Corp., neither 
the word “ambiguous” nor any of its derivatives appear except in one instance; 
the word “ambiguous” is used on page 6 of the September 12, 1955, brief of Big 
Tankers Corp. in connection with an argument that the language then under 
consideration was “clearly stated” but that if it were “ambiguous,” then it 
would have to be construed against the Government. 

That the protestants did not contend that the invitation contained material 
ambiguities is not surprising. Their attorneys were far too astute to seek to 
convince the Comptroller General that such was the case. Had they succeeded, 
they would have defeated their own cause, because they sought to have awards 
made to them under the invitation. Had the Comptroller General found material 
ambiguities in the invitation, he would have had no choice but to set aside not 
only the award but the invitation as well. 

The fact that the Comptroller General sustained the award, in itself, estab- 
lished that the Comptroller General found the invitation did not contain material 
ambiguities. Neither did the Comptroller General find that the protestants were 
misled by material ambiguities. The Comptroller General could not have sus- 
tained the award, as he did, had there been a finding that abidder was misled 
to his actual or theoreical detriment by a material ambiguity in the invitation or 
that potential bidders were discouraged from bidding by such an ambiguity. A 
thorough understanding of the principles of competitive procurement precludes a 
conclusion to the contrary. The upholding of the award carries the inescapable 
implication that the Comptroller General did not find any fault or negligence on 
the part of the MSTS or the Navy with respect to the content of the invitation. 

Inquiry is made as to whether a “representative of the General Accounting 
Office during the course of the GAO audit or investigation express(ed) the opinion 
to Counsel for MSTS that the first invitation as sent out contained various 
ambiguities.” During the several months in which the Navy's long-term tanker 
program was delayed to permit this extensive audit and thorough investigation 
of the award under protest, Counsel for MSTS discussed every conceivable facet 
of the matter on numerous occasions with various representatives of the GAO, 
most of whom were laymen in the field of contract interpretation. Every aspect 
of the invitation was explored with these representatives, who differed widely in 
their understanding of the factual and legal questions involved. The issues were 
complex; and few, if any, of those assigned to the audit retained their initial 
impressions as they became acquainted with the subject. No doubt all of the 
representatives of GAO examined the invitation for ambiguities as a matter of 
routine processing of a protest, and in all probability all discussed such with 
(‘ounsel for MSTS ; however, the latter does not recall that any representative of 
GAO, attorney or layman, persisted in the view that the invitation contained. what 
was considered a material ambiguity. If such a view was held by any such rep- 
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resentative, that view obviously did not prevail within the GAO, otherwise the 
Comptroller General would not have upheld the award. 

When the second invitation for offers was issued, November 14, 1955, it differed 
from the first invitation in a number of details. Many of these changes were 
editorial in nature; others were made because it was considered advisable to 
incorporate in the new charter form certain additional contractual provisions 
requested by potential bidders; the principal change required the bidders to 
furnish certain documents as proof of their ability to finance and construct the 
tankers offered for charter. These last mentioned documents had been obtained 
in connection with offers under the earlier invitation but by means of separate 
requests made by COMSTS after it became known that mortgage insurance from 
the Maritime Administration would be required by all bidders. The provision of 
the first invitation of primary concern to the committee, being the one under 
which Big Tankers contended the Government had erred in the evaluating of bids, 
was contained in the second invitation with precisely the same wording. It was 
not ambiguous, and the previous award under that provision had been upheld by 
the Comptroller General; consequently, the Government saw no reason to vary its 
content. A copy of the invitation of August 20, 1954, showing each and every 
difference between it and the invitaton of November 14, 1955, will be furnished the 
committee if, after consideration of the above, it is desired. 

In summary, after months of intensive audit of the award made by the Navy 
under the invitaton of August 20, 1954, and after careful study of several protests, 
fully supported by lengthy briefs and oral arguments submitted by highly com- 
petent attorneys, the Comptroller General upheld the award as being “legal and 
proper.” The essential implications inherent in that decision, as well as the 
expressed findings of the Comptroller General, are inconsistent with an inference 
that the invitation of August 1954 contained any material ambiguity, or that any 
hidder was misled by a material ambiguity. It will thus be realized that not 
only was the invitation promptly issued, but promptly issued in such form and im- 
plemented with such regard for established procurement procedures as to support 
an award in the face of most aggressive protests by several unsuccessful bidders. 

If further detailed information is desired with respect to the matter, it will be 
forthcoming promptly. 

MSTS MANAGEMENT 


Concerning your reference to my comment on “prudent management” in the 
course of my testimony: I attempted to convey the thought that if absolute econ- 
omy to the Government, from the standpoint of direct out-of-pocket expense, were 
the sole consideration, the cheapest means of shipping military cargoes would be 
through the use of Government-owned ships. In the matter of costs, I contem- 
plated no comparison with those of commercial ship operations. For such items 
as depreciation and interest, the cost to the Government for its own ships is the 
same whether the ships are in active operation or lay-up. The item of profit 
would not be a matter of consideration by the Government. With respect to 
insurance, because the Government is, generally speaking, a self-insurer, it does 
not necessarily follow that an advantage accrues to MSTS in its operation of 
Government-owned ships. Commercial operators incur the expense of premiums 
for hull and machinery and P. and I. insurance so that in the event of marine 
casualties necessitating extensive repairs, or claims of other nature where the 
operator’s liability is established, the underwriters will assume the resulting 
heavy out-of-pocket expense. In the case of MSTS, the expense of such repairs 
and claims becomes a direct charge against its operating costs in its maintenance 
and repair and claims accounts as out-of-pocket items. For all practical purposes, 
therefore, the major proportion of the expense borne by private shipping for 
marine insurance is likewise borne by MSTS, but accounted for under different 
headings. As concerns the broad question of services furnished by other Govern- 
ment agencies without charge to MSTS, these are usually performed by such 
agencies in conjunction with their regular functions and their organizations and 
costs, from the viewpoint of actual expense to the Government, would remain sub- 
stantially the same whether or not they rendered these services to MSTS. Gov- 
ernment-owned ships do not pay the tonnage taxes assessed on merchant s' ips 
engaged in foreign commerce; they are exempt from certain foreign port dues by 
virtue of reciprocal agreements with the nations concerned; MSTS incurs no 
solicitation, entertainment, or advertising expense, nor does it pay brokerage on 
cargo and passenger bookings. All of these costs have to be, and are, elements 
in the rates charged by commercial carriers. Without them, it appears obvious 
that direct operation of Government-owned ships should cost the Government 
considerably less. 
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The idea of manning of the Government-owned ships with military personnel 
was not based upon the concept of a more closely integrated military operation 
but upon considerations of maximum economy. Under this concept, the costs of 
the military personnel would be charged to MSTS operations. While the crews 
of military-manned ships would involve a greater number of personnel, their 
pay scales would be at much lower levels and, in the absence of overtime and 
penalty compensation, total crew costs should be considerably less than that 
for merchant marine manning. 

The entire hypothesis disregards the desirability of affording maximum Ssup- 
port to the privately owned and operated American merchant marine and pre- 
supposes the Government’s actual out-of-pocket expense to be the only consid- 
eration. 

Question.—I understand there is a naval detachment on each MSTS ship 
manned by civil service personnel, and that on larger vessels this detachment 
mayrunto20ormore. Isthisso? Ifso, why? 

Answer.—Military departments (or naval detachments) are assigned only to 
passenger-carrying civil service-manned ships. These detachments range in 
number from 6 to 28, depending upon the type and passenger capacity of the ship. 
Military departments are not assigned to cargo, tanker, or other auxiliary type 
Ships. The commanding officer of the military department reports directly to 
the area commander exercising administrative control of the ship concerned. 
The military departments provide doctors and nurses for medical care, operate 
the exchanges which make available to passengers necessary items for health 
and comfort, and provide the organization for handling on board ship all pas- 
senger matters concerning embarkation, berthing, messing, recreatidn, and de- 
barkation. Because the passenger complements of MSTS transports are com- 
prised preponderantly of troops who are subject to military orders and regula- 
tions, all of these functions are required to be administered by military personnel. 

Question.—Will it be the policy of the Department of Defense that MSTS 
support privately owned and operated passenger vessels? If so, to what extent— 
cabin and/or troop class? 

Answer.—The substance of this question has been answered in the comments 
on the Hoover Commission’s Recommendation No. 10 in the foregoing. 

Question.—Provided substantial additional privately operated American-flag 
space for passengers is offered in both the Atlantic and Pacific areas, would it 
be possible for MSTS to utilize that service and thereby reduce the number of 
transports presently employed by MSTS? 

Answer.—The number of transports to be maintained by MSTS is established 
by the memorandum of agreement between the Departments of Commerce and 
Defense (a) to provide immediate capability in an emergency, and (b) to pro- 
vide an adequate base for necessary expansion to meet emergency or mobilization 
requirements in support of approved plans for national defense. It has been 
determined that under existing world conditions this number should be within 
reasonable limits of 56. At present there are 51 in service. It is not possible 
to speculate on the possible reduction in the number of MSTS transports pro- 
vided substantial additional privately operated American-flag space for passengers 
were offered. Any determination in this regard would depend, among other 
things, upon the categories of military passengers that might be accommodated, 
the quantity of space and the regularity with which it might be made available, 
and the influence of seasonal considerations affecting commercial tourist travel. 

Question.—Are the present MSTS contracts with American-flag passenger 
operators for the carrying of passengers effecting a saving to the United States 
Government? 

Answer.—A comparison of the cabin rates charged to the shipper services by 
MSTS under its tariff, with the average of the fares paid by MSTS to the com- 
mercial lines for passengers moved on the same routes under shipping contracts, 
is as follows: 


New York New York San Fran- San Fran- 
to Europe to Mediter- cisco to cisco to 
| Tanean | Yokohama | Honolulu 


MSTS tariff__-.-_- Line Wethhe SUuesan ee $167. 89 $208. 68 $195. 24 $114. 00 
> 


Average of shipping contracts..._.----------- 241. 02 | 230. 65 | 424.13 148. 56 


This comparison indicates that the average of the MSTS budgeted costs, upon 
which its tariff rates are based, result in a level of fares somewhat lower than 
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the average of the fares charged by the commercial lines. Disregarding com- 
parisons between MSTS tariff rates and those of the commercial lines, however, 
consideration would necessarily have to be given to the cost of the commercial 
air transportation, extensively utilized by the shipper services, before reaching 
any conclusions as to savings to the Government effected through the use of com- 
mercial passenger steamship services. 

Question.—Would MSTS be willing to cease carrying contractors and contrac- 
tors’ employees and dependents of firms entering into contracts with the military 
departments whenever commercial facilities for this purpose are available? 

Answer.—The shipper services have been requested to furnish the answer to 
this question, since MSTS has no responsibility for the sponsoring of passengers. 
As a matter of information, during the period July 1, 1955, through February 29, 
1956, MSTS transported no contractors’ employees outbound from the United 
States and only 185 such employees and 14 of their dependents inbound. Of this 
number, only 75 were transported in cabin spaces—the remainder traveling in 
troop-class accommodations. During the same period, 2,601 contractors’ em- 
ployees (Filipinos) were transported between the Philippine Islands and Guam, 
of whom all but 30 were carried in troop-class accommodations. It should be 
explained that as distinguished from the category of contractors’ employees to 
which this question is addressed, there is also the category of contract employees. 
These latter are individuals executing employment contracts with the various 
agencies of the Department of Defense for duty in overseas areas for stipulated 
periods. 

Question—Under current directives is the MSTS authorized to carry com- 
mercial passengers on a “space available” basis when commercial passage of rea- 
sonable standard is not available within 60 days? If so, does MSTS prior to 
acceptance of such commercial passengers always determine whether or not 
“passage of reasonable standard is not available within 60 days’? 

Answer.—As previously indicated, MSTS has no responsibility for the author- 
ization of passenger transportation aboard MSTS vessels. The Joint Policy Di- 
rective of the Military Departments, governing transportation of passengers 
aboard vessels of the Military Sea Transportation Service provides, under space 
available travel, for the transportation of commercial passengers as follows: 

“(n) Category 20—Only under unusual circumstances and subject to provisions 
herein enumerated, may commercial passengers not heretofore specifically men- 
tioned, be transported on vessels of the MSTS. Instructions pertaining to appli- 
eations and authorizations for transportation for commercial passengers will be 
prescribed by the individual departments. In addition to these specific instruc- 
tions, prospective commercial passengers must submit substantial proof that com- 
mercial service is not available. A written statement from a reputable travel 
agency that no commercial service of reasonable standard is available within 60 
days from date the individual is available to the Department for travel shall 
suffice as acceptable proof. Revenue fares, plus applicable taxes, in United States 
currency must be assessed for all commercial passenger travel.” 

MSTS makes no check as to the availability of commercial accommodatitons 
for passengers in the above category since this is the responsibility of the spon- 
soring shipper service. During the period of July 1, 1955, through February 29, 
1956, MSTS transported a total of 1 cabin and 1 troop passenger classified as 
commercial. 

The questions propounded in the penultimate paragraph of your letter, relative 
to the justification for continuing major use of military marine terminals, have 
been referred to the Chief of Transportation, Army; Chief, Bureau of Supplies 
and Accounts, Navy; and Director of Transportation, Air Force, with request 
that they make appropriate replies directly to you. 

In connection with the comments of the Department of Defense on the Hoover 
Commission recommendations, it should be stated that while these comments have 
been transmitted to the Bureau of the Budget, the Bureau has not as yet approved 
the positions taken by the Department of Defense on these various recommenda- 
tions and, accordingly, the comments cannot be considered as representing the 
official position of the executive branch of the Government, 

It is hoped the foregoing will be of assistance to your committee and that you 
will call upon me if any additional information is desired. 

Sincerely yours, 
F.. C. DENEBRINK, 
Vice Admiral, United States Navy, 
Commander, Military Sea Transportation Service. 


81981—56——-11 
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DEPARTMENT OF THE NAVY 
MILITARY SEA TRANSPORTATION SERVICE, 
Washington, D. C. May 9, 1956, 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: Reference is made to your letter of April 11, 1956, 
requesting additional information in connection with the investigation by your 
committee of the operations of Military Sea Transportation Service. Your 
questions are answered in the same order as presented in your letter. 

(1) During the first half of fiscal year 1956, of its total operations expenditure 
of $200,297,873, MSTS paid $102,821,540 to private ship operators, exclusive of 
payments to private operators for GAA and contract-operated ships. This pay- 
ment constituted 51.3 percent of the total MSTS expenditure. Of the total ex- 
pense to MSTS of $120,113,134 for dry cargo transportation during this period, 
$84,260,914 or 70.2 percent was paid to commercial ship operators. Of the $33,- 
597,548 paid for transportation of bulk petroleum products, $16,623,627, or 49.5 
pereent, was paid to commercial tanker operators. Commercial passenger ship 
operators received $1,936,999, or 4.2 percent, of the $46,587,196 expended for pas- 
senger operators. In addition to these amounts, MSTS paid $13,133,692 to pri- 
vate shipyards for the maintenance and repair of ships. 

In addition to the foregoing payments, disbursements for Government-owned 
GAA ships and the contract-operation of MSTS tankers cost a total of $26,491,602. 
A large proportion of this amount was paid directly to American maritime labor, 
private shipyards, and commercial suppliers, while the private operating firms 
benefited to the extent that their per diem husbanding fees made possible a lower 
unit cost for fixed overhead on their own ships, and that the increase in their 
fleets brought an advantage through larger scale purchasing. 

(2) MSTS transported 53,094 privately owned passenger automobiles during 
the first 6 months of fiscal 1956. 

(3) During the first half of fiscal 1956, the total cargo lifted by MSTS 
amounted to 7,672,067 measurement tons. Included in this amount were the 


following special lifts: 
Measurement tons 
Aretie operations___- = : 411, 52: 
Privately owned automobiles__-__-_- ; ; 2 718, 889 
Far East intra-area lift 1, 138, 067 


NN ee eaten tir aes shinai aeckiec thane ea bien tabeh md nana 2, 268, 484 


Deducting this 2,268,484 measurement-tons from the total, leaves 5,403,583 
measurement tons moving on the regular routes. Of this amount, the privately 
owned commercial vessels (GAA and contract-operated vessels excluded) lifted 

3,853,101 measurement tons, or 71.3 percent. Of the Arctic tonnage, commercial 

carriers participated in the least hazardous area to the extent of 152,386 tons, 
bringing the total of the commercial liftings to 4,005,487 measurement tons. 

(4) In the intercoastal trade, MSTS lifted a total of 42,090 measurement tons 
of dry cargo during the first half of fiscal 1956. Of this amount, 23,451 measure- 
ment tons, or 55.7 percent, was moved by regular certified carriers. The remain- 
der moved primarily in MSTS-controlled ships employed in the transportation of 
privately owned automobiles between the United States east coast, and the Far 
East, via the United States west coast. 

During this period, a total of 88,700 measurement tons of dry cargo was trans- 
ported coastwise by MSTS. The number of certified coastwise ¢ carriers is limited 
and, between many United States coastal ports, no such service is available. 
Practically all of this tonnage, therefore, moved by opportune lifts in MSTS- 
controlled ships incident to their transoceanic operations. 

(5) Total petroleum and products lifted during the first half of fiscal 1956 
amounted to 6,616,702 long tons. Of this quantity, 382,938 long tons were trans- 
ported in Arctic operations and 437,610 long tons were transported in the Far 
East intra-area shuttles for a total of 820,548 long tons. Out of the total of 
5,796,154 long tons remaining, commercial tankers (time and voyage charters) 
lifted 2,927,397 long tons, or 50.5 percent. In terms of long-ton-miles accom- 
plished during this period, commercial tankers performed 54.6 percent. 

(6) In the first 6 months of fiscal 1956, privately owned tanker voyage charters 
cost $1.59 per thousand long-ton-miles. This compares with $1.36 in fiscal 1954 
and $1: 39 in fiscal 1955 and is a reflection of the prevailing higher voyage charter 
rates during the first half of fiscal 1956. In the same 6 months, MSTS contract- 
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operated tankers cost $1.20 per thousand long-ton-miles. This compares with 
$1.73 in fiscal 1954 and $2.11 in fiscal 1955. The higher figures in 1954 and 1955 
were the result of an extensive program involving structural renewals and Saran 
coating of contract-operated tankers. This program commenced in fiscal 1954 
and was virtually completed by the end of fiscal 1955, the cost of the program 
being charged primarily to the current operating expenses of the tankers during 
fiscal 1954 and 1955. In commercial practice, such outlays would be capitalized 
and amortized by depreciation over a term of years. 

(7) Of the total of 6,616,702 long tons of petroleum and products lifted in the 
tirst 6 months of fiscal 1956, clean products totaled 4,116,940 long tons, or 62.2 
percent, while black shipments were 2, 499,762 long tons, or 37.8 percent. The 
clean products moved as follows: 


Long tons Percent 
| 
Commercial 2, 071, 268 | 50. 3 
MSTS..- 2, 045, 672 | 49 
Total.- 4,116, 940 100 


The black petroleum moved as follows: 
Long tons | Percent 


Commercial 856, 129 | 34.2 


3 
MSTS 1, 643, 633 65. 


Total_. - s 2, 499, 762 100.0 


It will be noted the movement of clean products was much heavier than black 
during this period. Such is usually the case during the summer months, all of 
which months are included in the first half of the fiscal year. The black move- 
ment becomes predominant in the second half of the year. Of the clean move- 
ment, it will be observed that the division between commercial and MSTS was 
approximately equal. The MSTS tankers handled a greater proportion of the 
black lift. This is explained by the fact that during the summer, when the clean 
movement was at its heaviest, almost one-third of the MSTS contract tankers 
were engaged in the Arctic operations or undergoing overhaul. This placed the 
burden for the clean movement on the commercial tankers and the return of 
the MSTS tankers from the Arctic coincided with the commencement of the 
heavier black movement. While it is true that the carriage of clean products 
is conducive to more extensive deterioration of tankers, it should also be borne 
in mind that the rates paid for clean products are traditionally higher than 
those for black. This is generally regarded as an offset to the additional costs 
resulting ultimately from deterioration. 

It is hoped the foregoing information will be of assistance to you and that you 
will call upon me if any additional data is required. 

Sincerely yours, 
F. C. DENEBRINK, 
Vice Admiral, United States Navy, Commander Military Sea Trans- 
portation Service. 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF TRANSPORTATION, 
Washington, D. C., May 4, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Subcommittee on Merchant Marine and Fisheries, Senate 
Interstate and Foreign Commerce Committee, United States Senate. 


DEAR SENATOR MAGNUSON: Admiral Denebrink, commander, Military Sea 
Transportation Service, forwarded to me, under date of April 11, 1956, extracts 
from your communication of April 6, 1956, to him in which you request informa- 
tion pertaining to certain operations and policies which involve the use of mili- 
tary marine terminals. 

I will endeavor to provide you with the information you deesire by answering 
each of your questions categorically as follows: 
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Question.—Are contracts for stevedoring and terminal work negotiated on 
the most favorable basis to the Government? 

Answer.—Yes. Stevedoring and related services are arranged for at Army 
terminals by requesting quotations from persons and firms regularly and directly 
engaged in the business in the port area concerned and having the necessary 
organization, equipment, and access to qualified labor sources to efficiently per- 
form the services involved. 

Bids are examined and evaluated and negotiation is carried on in the interest 
of efficient performance at equitable rates. 

Contracts are normally of 1 or 2 years duration with the privilege of termina- 
tion on 30 days notice by either party. 

The above procedure is believed to result in stevedoring and terminal work 
at the lowest possible cost to the Government commensurate with prompt and 
efficient service. 

Question.—Are premium costs being incurred because of inadequate work 
scheduling at military terminals? 

Answer.—No. The problem of ordering longshore gangs and related labor to 
match availability of work requirements is a difficult one in waterfront activi- 
ties whether at commercial or military terminals. In accordance with proce- 
dures established by applicable collective bargaining agreements in relation to 
ordering labor, there are instances where either straight-time hours are dis- 
sipated with resultant subsequent overtime or unproductive labor is being 
paid for. However, this situation prevails in similar fashion at commercial 
as wellas Army terminals. . 

Under the Army system of cargo control, extending from origin to destina- 
tion, Army terminals are better equipped in the determination of labor require- 
ments to meet their daily workload than are commercially operated terminals. 

Question.—Does compensation paid employees compare favorably with sala- 
ries of comparable commercially employed workers? 

Answer.—Yes. The major activities at Army terminals are performed by 
commercial contractors under agreements similar to those in vogue at commer- 
cial termnials. 

The necessary labor of the several skills required by the contractor to perform 
the services for which he contracts are hired and employed at rates of pay and 
under working conditions prescribed by the applicable collective-bargaining 
agreements. 

The comparatively small number of workers over and above those described 
immediately above are United States civil-service employees. 

Individuals in this category are compensated in accordance with applicable 
United States civil-service regulations. 

Question.—Does rotation of Armed Forces personnel have any bearing upon 
efficient operations? 

Answer.—No. One of the primary peacetime functions of the Army terminals 
presently in active status is that of educating and keeping trained a nucleus of 
military and civilian personnel capable of assuming management of Army termi- 
nals in their present form in addition to establishing and operating numerous 
other terminals in the United States and overseas as dictated by war or other 
emergency conditions. As will be brought out below, this necessary training in 
actual port management can only be obtained through the operation of military 
terminals and cannot be adequately simulated in training at Fort Eustis. 

Furthermore, it is not considered that this training aspect detracts in any way 
from efficient operation. The integration of civil-service employees in the mili- 
tary terminal organization, combined with the graduated rotational pattern of 
the military and the fact that newly assigned military personnel when placed 
in supervisory positions usually have had a degree of experience and training 
commensurate with the task to which they are assigned, insures that efficient 
operation at military terminals is not adversely affected through rotation of 
military personnel. 

Question.—Do military facilities handle a comparable volume of cargo per 
employee as commercial terminals? Please furnish costs per ton handled to rep- 
resentative military terminal or terminals? Are costs of military personnel 
included? 

Answer.—Yes. Military terminals are operated along commercial lines. The 
physical and clerical handling of cargo in receiving and delivery operations and 
the loading and discharging of vessels constitute the mission of marine terminals 
whether commercial or military in character. 
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These functions in Army terminals are performed by commercial organizations 
functioning on incentive commodity price contracts. The operations referred to 
are conducted under the supervision and with the support of a minimum force 
of military and civil-service personnel comparing favorably with that found 
under similar circumstances on commercially operated terminals. 

Costs at the terminal level of Army port installations are equal to or lower 
than commercial costs per ton. However, in order to be meaningful, any overall 
ecost-per-ton figure would of necessity have to be defined as to the elements of 
cost included. Cost-accounting procedures used at Army terminals do not break 
out costs in a manner which permits direct comparison with those derived from 
commercial terminal tariffs. 

Question.—What is the justification for continuing major use of military marine 
terminals? If, as alleged, it is largely for training purposes, why not use Fort 
Eustis, Va., Transportation Corps Training Center? You advised the committee 
that only 1 percent of MSTS repair work went to navy yards. Why, then, use 
military terminals for 97 percent of all cargoes shipped through Pacific ports in 
fiscal 1953-54, and for 78 percent of all military cargoes shipped from Pacific 
coast ports during the same periods? 

Answer.—The Transportation Training Command located at Fort Eustis, Va., 
provides individual and unit basic training in the fundamentals of cargo handling 
using dummy cargo and simulated operating conditions. Training of this nature 
does not generate the realism and incentive found in genuine operations. It is 
necessary, however, because the Department of Defense is not in a position to 
take advantage of the superior training which is available by handling military 
cargo in reasonable volume at the several ports with trainees. Thus, the Depart- 
ment of Defense must pay from appropriated funds for its terminal operations 
and at the same time assume the expense of maintaining a training program 
for identical operations with results manifestly inferior to those which could be 
obtained in the Army terminals. Furthermore, the training program at Fort 
Eustis does not include training in the managerial aspects of terminal work 
nor is it possible to do so. Thus, it is necessary to complement the training at 
Fort Eustis with that obtained at Army terminals. 

Training of this nature can only be successfully undertaken in active terminals 
where actual and important cargo is involved and where real and urgent problems 
in management present themselves and must be solved promptly and continuously. 
This brand of training and retraining is essential to making available on short 
notice those individuals and units in sufficient numbers who would become the 
hard core of the enormous organization required here and on the far shore to 
establish and operate the terminals and other facilities necessary in the overseas 
movement of personnel and supplies in time of national emergency. 

The concept of a hot mobilization base in those elements that combine for 
national defense and preparedness is receiving special attention and emphasis. 
The maintenance of such a base in military facilities plus adequate, competent 
personnel is essential to guaranteeing timely ocean transportation in time of 
emergency. The existing mobilization base in terms of presently operated mili- 
tary vessel berths represents only 15 percent of the number of military operated 
berths required in World War II. This is deemed to be the minimum necessary 
under current world conditions. Berths thus released have been returned to 
owners, outleased to private operators or placed in standby. 

The Department of Defense policy provides for restricting the routing of 
military tonnage through Army terminals to the level necessary for an efficient 
and economical operation in the expeditious movement of supplies and equipment 
to our Armed Forces overseas and to adequately carry out the mission of training 
as described above. 

The foregoing actions appear to be in complete consonance with the recom- 
mendations of the Hoover Commission. 

With reference to the percentage of military cargo passing through military 
terminal facilities our records indicate that for the first half of fiscal year 1956, 
22 percent of outbound military cargo moved through commercial facilities 
on the Pacific coast. The remainder of the available tonnage for the period 
referred to moved through Army terminals. It is considered that this volume 
of traffic represented the minimum required to maintain the military facilities 
in the desired state of readiness in case of an emergency. 

I trust the above satisfactorily answers your inquiry. 

Sincerely yours, 
PauL F. Yount, 
Major General, USA, Chief of Transportation. 
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DEPARTMENT OF THE NAVY, 
BUREAU OF SUPPLIES AND ACCOUNTS, 
Washington, D. C., May 9, 1956. 
Hon. WARREN G. MAGNUSON, 
United States Senate, Washington 25, D.C. 

My Dear SENATOR Magnuson: Vice Adm. F. C. Denebrink, Commander Mili- 
tary Sea Transportation Service, has requested me to provide you with answers 
to a list of questions concerning the use of military marine terminals which 
were included in your letter to him under date of April 6, 1956. The specific 
questions referred to me by Admiral Denebrink and the answers thereto are as 
follows: 

Question —‘‘Are contracts for stevedoring and terminal work negotiated on 
the most favorable basis to the Government ?” 

Answer.—Contracts for the performance of stevedoring and terminal services 
at Navy terminals are negotiated pursuant to the negotiation authority of 
section 2 (¢) (10) of Public Law 413, known as the Armed Services Procure 
ment Act of 1947 and as implemented by Armed Services Procurement Regula- 
tions, specifically paragraph 3-210.1 and .2. The procedures prescribed by the 
act enable the Navy to obtain favorable rates from competing contractors. 
Normally these contracts are awarded on an annual basis. 

Question.—‘Are premium costs being incurred because of inadequate work 
scheduling at military terminals?” 

Answer.—In some areas Navy terminals employ civil service labor forces 
exclusively and at others a combination of civil service and contrhict stevedores 
or contract stevedores exclusively. In each case this depends on the local condi- 
tions of the port. Civil service labor forces are employed consistent with the 
normal minimum requirements of a scheduled workweek. When the services of a 
contractor are utilized, the contractors’ employees are paid only for the time 
actually employed. Scheduling of work at Navy marine terminals is largely 
dependent on the scheduling of vessel arrivals and departures. Work during 
overtime hours at premium cost is confined to instances where the expense is 
overshadowed by savings accruing to the Government by faster turnaround of 
controlled vessels. This is application of the principle of obtaining the lowest 
overall cost to the Government. 

Question.—"Does compensation paid employees compare favorably with salaries 
of comparable commercially employed workers?” 

Answer.—Yes. The wages paid per diem employees are based on surveys of 
comparable commercial wages made by the Navy Department in cooperation with 
other Government agencies in that area. Although the hourly wage paid to 
civil service employees engaged in terminal occupations is generally slightly 
lower than wages paid by commercial terminal operators to similarly classified 
artisans, the per annum earnings of the civil service employee are usually higher 
than his counterpart working at commercial terminals due to steady employ- 
ment and other benefits that are given to civil service employees. 

Question.—“Does rotation of Armed Forces personnel have any bearing upon 
efficient operations?’ 

Answer.—Armed Forces personnel are assigned to specific billets based on prior 
training, professional experience, and technical knowledge and therefore definitely 
contribute to efficient management at Navy terminals. 

Question.—“Do military facilities handle a comparable volume of cargo per 
employee as commercial terminals? Please furnish costs per ton handled at 
representative military terminal or terminals. Are costs of military personne} 
included ?” 

Answer.—Although we have no firm information on the volume of cargo 
handled per employee at commercial terminals it is my belief that civil service 
employees handle a greater volume of cargo per employee, inasmuch as at Navy 
terminals we are not inhibited by restrictions on load limits as are commercial 
terminal operators. At the Naval Supply Depot, Seattle, Wash., where stevedor- 
ing and terminal services are performed by contract the cost per ton during 
fiscal year 1955 averaged $2.83 per measurement-ton. At the naval supply depot. 
Bayonne, N. J., the cost per ton for the same services under contract during 
the same period averaged $2.86 per measurement ton. The salaries of military 
officers assigned to billets related to waterfront and terminal operations are not 
reflected in the above costs. 

Question — “Would MSTS be willing to cease carrying contractors and con- 
tractors’ employees and dependents of firms entering into contracts with the 
military departments whenever commercial facilities for this purpose are avail- 
able?’ 
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Answer.—The Navy does not authorize the travel of contractors and con- 
tractors’ employees and dependents via MSTS except under unusual circum- 
stances, such as when commercial air or berth line service by United States ves- 
sels is not available or where the physical condition of the applicant precludes 
travel by air and commercial air is the only travel service available. In such in- 
stances certification must be made, as appropriate, that no commercial passenger 
service in United States vessels is available within 60 days or that the applicant’s 
health would be impaired if required to travel via air. 

Question—“What is the justification for continuing major use of military 
marine terminals? If, as alleged, it is largely for training purposes, why not 
use Fort Eustis (Va.) Transportation Corps Training Center? You advised the 
committee that only 1 percent of MSTS repair work went to navy yards. Why 
then, use military terminals for 97 percent of all cargoes shipped through Pa- 
cific ports in fiscal 1953-54, and for 78 percent of all military cargoes shipped 
from Pacific coast ports during the same periods?” 

Answer.—It is necessary for the Navy to maintain primary distribution sup- 
ply points to support naval fleets and overseas bases. These distribution activities 
procure and stock many thousands of different items of materiel; they main- 
tain calculated reserves of vital materials and stores; they support vessels op 
erating in adjacent waters; they make issues to, and load special supply vessels 
which act as floating storehouses for replenishment of fleets at seat and overseas 
bases. Since these centers and depots are normally located at tidewater and 
since the material they issue and ship largely comes from the local activity 
stocks, it is essential and economical for them to operate terminals as an in- 
tegral part of their activities. The primary mission of a Navy tidewater termi- 
nal, therefore, is not to serve as a mere transshipment activity for material orig- 
inating at inland sources, although this service is performed to a limited extent, 
but to assemble and ship material and equipment generated within the supp)) 
center or depot. This fact must be emphasized because it sharply limits the 
degree that the Navy can effectively and economically utilize commercial termi- 
nals and therefore, this accounts for the high percentage of cargo shipped 
through Navy terminals. Economies in personnel and materials handling equip- 
ment are attained in a center complex with its own terminal. 

The Navy is guided by the routing policies of the Department of Defense which 
coordinates traffic management for the three military departments. This policy 
provides that routing to ports shall take into consideration military requie- 
ments, the need for an efficient use of military facilities, the lowest landed cost 
of transportation and the possibility of port congestion. 

In conclusion, it is advised that the Navy does utilize private and public termi- 
nals whenever it is practicable, economical, and consistent with military opera- 
tions. 

Sincerely yours, 
R. J. ARNOLD, 
Rear Admiral, SC, USN, Chief, Bureau of Supplies and Acounts. 


DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE SECRETARY, 
Washington, D. C., May 15, 1056. 
Hon. WARREN G. MAGNUSON, 
Chairman, Subcommittee on Merchant Marine and Fisheries, 
Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear SENATOR MaGnuson: Admiral Denebrink Commander, Military Sea 
Transportation Service, under date of April 11, 1956, referred to this headquarters 
certain questions contained in your letter to him, dated April 6, 1956. These 
questions pertained to policies and operating procedures related to the use of 
military marine terminals. 

After the establishment of the Department of the Air Force pursuant to the 
National Security Act of 1947 (Public Law 258, 80th Cong.), agreement was made 
with the Department of the Army which provides that the Army furnish marine- 
terminal services to the Air Force within the continental United States. All Air 
Force cargo requiring movement through a marine terminal is routed to the 
terminal designated by the Army. Therefore, the May 4, 1956 reply to you from 
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Maj. Gen. Paul F. Yount, Chief of Transportation, Department of the Army, 
may be considered as applying to the Air Force as well as the Army. 
Sincerely yours, 
Jor W. KELLy, 
Major General, USAF, Director, Legislative Liaison. 


ASSISTANT SECRETARY OF DEFENSE, 
SUPPLY AND LOGISTICS, 
Washington, D. C., May 17, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

DEAR SENATOR MAGNUSON: On February 24, 1956, you addressed a letter to the 
Secretary of Defense regarding correspondence you had received having to do 
with the pooling of Army and Navy equipment and resources in the field of load- 
ing, discharging, storing vessels, overstaffing at the Seattle Army Depot and a 
complaint from the Columbia Basin River operators relating to the use by the 
United States Army of their tugs on the Columbia River. In your letter you 
requested that representatives from this Department be prepared to discuss 
these matters at the hearings of your subcommittee. However, the hearings 
were adjourned subject to convening at a later date prior to the presentation of 
General Yount’s testimony. In view of these developments, our views concern- 
ing the matters set forth in your letter of February 24, 1956, are being fur- 
nished herewith. 

The suggestion that we pool equipment and resources from the Army and 
Navy for loading, discharging, and storing vessels is not of practical value in 
view of the following noteworthy considerations: 

Navy installations at tidewater are essentially depots which exists for the 
purpose of direct issuance of supplies to vessels of the fleet and the loading of sup- 
ply vessels in support of the fleet or overseas activities. Literally, thousands of 
different items are maintained in stock at such depots. The major mission of 
such Navy installations embraces the entire complex and varied field of depot 
activities in addition to vessel loading and discharging functions. 

On the other hand, Army terminals have for their major function the loading 
and discharge of vessels. This difference in primary operating function and re- 
sponsibilities is most significant since it means that supply requirements pass 
through Army terminals as a “package” as differentiated from the Navy system 
wherein the various components of the transportation “package” are assembled, 
stored, and issued at the tidewater depot. Military supplies passing through 
Army installations are only “staged” not stored at such installations. These sup- 
plies originate inland and are stored and called forth from inland depots on the 
basis of Army overseas supply demands. Essentially, Army terminals exist in a 
peacetime in order to provide a transit facility from which to outship men and 
materiel in an emergency and as an operating base from which to expand. Addi- 
tionally, the operation of these terminals insures an appropriate reservoir of 
trained military personnel which is vitally important to the military readiness 
position. 

Pooling of Army and Navy equipment and resources in this field would not be 
in the best interests of the services because it would impose changes in both 
systems that would detract immeasurably from their basic readiness capabili- 
ties. 

With reference to duplicate staffing at Seattle Army Terminal, the Department 
of the Army has pointed out that the staffing of Army terminals is designed to 
produce continuity and efficient and economical operations. Activities carried 
on at Army terminals and the personnel conducting them cannot in any sense be 
considered duplications when compared with their counterparts in Military Sea 
Transportation Service. The Army cargo traffic personnel are performing the 
function of an industrial traffic organization for the shipper, whereas Military 
Sea Transportation Service traffic personnel are performing those of the carrier 
or forwarder. 

With respect to overstaffing at Seattle Army Terminal, it is pointed out that 
there are 6 ship berths at the Seattle Army Terminal which are kept operational 
24 hours a day, 7 days a week in the interest of expeditious dispatch of cargo 
and the avoidance of demurrage. 
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The terminal organization required to man this facility on the basis stated 
includes five marine superintendents. These marine superintendents assume 
their share of the various responsibilities involved in planning, ordering, and 
coordinating labor, materiel, equipment, and clerical assistance to produce an 
efficient, economical operation. In addition, 2 of the 5 marine superintendents 
are chiefs of sections within the Terminal Operation Division. 

The implementation of the planned operation is undertaken by a chief pier 
superintendent and five assistants. These activities extend through the manifold 
and varying steps, from ordering the cargo in, to inspecting its stowage and 
securing aboard the vessels into which it is loaded. This includes the clerical 
and physical handling of the traffic including palletization, coopering, and 
clerking. 

Floating equipment assigned to Army terminals is limited to that required to 
produce an efficient operation in the handling of a normal level of volume and 
for fire protection and security. We have appended hereto as an exhibit a copy 
of the current circular of the Department of the Army, Office of the Chief of 
Transportation, prescribing the policy in relation to the utilization of commercial 
harbor craft. 

It is not the desire or purpose of the Department of the Army to operate 
floating equipment beyond the limits of its facilities when commercial services 
are available and can be provided at a reasonable cost. 

The complaint referred to in your communication as originating with the 
Columbia Basin River operators refers to activities at the Beaver Army Terminal 
located at Clatskanie, approximately 50 miles inside the mouth of the Columbia 
River. Two tugboats are assigned to this facility for the purpose of fire preven- 
tion and general security and to perform the necessary shifting and other tasks 
within the terminal. It is interesting to note that during the period May 1 to 
November 30, 1955, 12 tows were made between Beaver Army Terminal and com- 
mercial repair yards. Eight of these tows were made commercially; however, 
the terminal commander was forced to make four tows with Army equipment 
because of his inability to secure from the commercial operators a reasonable 
quotation for performing the work. Quotations received from commercial oper- 
ators amounted to $2,925. Based on an estimate of 45 hours tug time to perform 
the service, the estimate of $2,925 was excessive and it was not in the best 
interests of the Government to award the contract. 

The statement contained in your communication that a tugboat is maintained 
at Beaver Army Terminal on a 24-hour standby basis is correct. This vessel is 
used to maintain constant fire watch. 

It is trusted that the foregoing has been of assistance to you and we are pre- 
pared to give you information in greater detail if you desire. 

Sincerely yours, 
1. BPR. 
DEPARTMENT OF THE ARMY 


OFFICE OF THE CHIEF OF TRANSPORTATION 


Washington, D. C. 
TC CIRCULAR 
No. 50-1754 MAaArcH 14, 1956 
FLOATING EQUIPMENT OPERATIONS 


UTILIZATION OF COMMERCIAL HARBOR CRAFT 


1. Purpose.—This circular sets forth the policy and procedures regarding the 
use of commercial harbor craft at CONUS Army terminals. It relates to the 
floating equipment operations segment of the TC services program. 

2. Policy—(a) At CONUS Army terminals the Transportation Corps will 
have in being a nucleus of Army-owned harbor craft to be augmented by hire of 
commercial equipment. The nucleus will consist of representative types common 
to oversea requirements to insure: 

(1) Adequate operational and maintenance performance evaluation to include 
service testing as necessary. 

(2) Adequate training for operational and supervisory military personnel in 
employment of harbor craft in terminal operations. 

(8) Adequate fire protection. 

(bv) The quantity of harbor craft by type of each CONUS Army terminal will 
be determined and authorized by the Chie* of Transportation. Such craft will 








154 MILITARY SEA TRANSPORT SERVICE 


be used to assist in carrying out the terminal’s mission with respect to its cargo 
and passenger movement responsibility. 

3. Utilization procedure.—(a) Requirements for services beyond the capabili- 
ties of craft provided for above will be fulfilled through the utilization of com- 
mercial facilities if practicable. In determining the practicability of utilizing 
commercial facilities, consideration will be given to reasonable cost and the accom- 
plishment of the mission within the time required. In determining reasonable 
cost, the hidden cost inherent in operations conducted by the use of Government 
personnel and equipment should be considered and, as a guide, a 25-percent differ- 
ential should be added to the direct cost of Army operation to provide for com- 
parison of cost with commercial operation and to determine whether the service 
should be performed commercially. 

(>) When commercial facilities are utilized, they will normally be secured 
through competitive bidding, except where such service is a one-time or spot 
requirement for which reasonable tariff charges can be applied. 

4. Supersession.—TC Circular 50-175-4, Mareh 16, 1955, is superseded. 
(TCTWD) 

PAUL F. YOUNT, 
Major General, USA, 
Chief of Transportation. 
OFFICIAL : 
M. E. Morse, 
Chief, Administrative Services Division. 


PACIFIC AMERICAN STEAMSHIP ASSOCIATION, 
San Francisco, Calif., April 20, 1956. 
Re S. 822, 84th Congress 
Hon. WARREN G. MAGNUSON, 
United States Senate, 
Washington, D.C. 

DrAR SENATOR MAGNUSON: For the past 5 years commercial passenger carriers 
have prevailed on the Department of Defense to permit them to participate in a 
movement of military dependents and civil-service personnel and other nonuni- 
formed persons to and from overseas destinations. However, in view of the 
declared military policy of the United States which is concerned with the main- 
tenance and development of a merchant marine adequate to the needs of commerce 
and defense it is difficult to understand why the Department of Defense does not 
offer much more encouragement to the private American-flag passenger carriers 
than they have to date. 

American-flag steamship lines are badly in need of new construction of passen- 
ger vessels. There is, however, a great reluctance to build new passenger vessels 
not knowing to what extent the Defense Department will continue their present 
competitive position with commercial operators. This reluctance is well-founded 
in view of the necessity of the Alaska Steamship Co. to discontinue its passenger 
operation, while MSTS vessels are still providing passenger service in their trade. 

The Hoover Commission, after thorough study by its able committee on the 
operation of a military sea transportation service, commented on the serious 
shortage of passenger ships in the American merchant marine and added that 
it feels very serious consideration might be given to the possibility of the design 
and construction of new passenger vessels to serve On overseas routes where 
there is, and for the foreseeable future will be, a heavy and more or less 
regular movement of military personnel and dependents as well as commercial 
passengers. 

Mr. P. M. Shoemaker, president of the Delaware, Lackawanna & Western 
Railroad, and chairman of the Hoover Commission Committee on Transportation, 
in an address at the 1956 National Transportation Outlook Conference, stated 
“* * * in the passenger field there has been inadequate effort to utilize com- 
mercially available passenger service even though some 200,000 MSTS passengers 
earried in 1954 were military dependents and other civilians representing a 
type of personnel well adapted to commercial transportation.” 

The MSTS has concluded token agreement to utilize, in certain areas, com- 
mercial transportation. Carriers in many cases have been extremely disap- 
pointed as in some cases only approximately 50 percent of the space available 
and offered well in advance was used. It has been indicated to the carriers in 
their consideration of new construction that MSTS will only use commercial 
space available when it is convenient for them to do so. Certain carriers would 
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take a renewed interest in obtaining sufficient vessel capacity to handle a great 
deal more of the MSTS passengers if that agency would offer some assurance 
of support of those vessels. 

Private passenger carriers in the Pacific have in their contracts with MSTS 
offered space in their services : 


Westbound Eastbound 
1. California to Hawaii 1. Hawaii to California 
2. California to Philippine Islands 2. Philippine Islands to California 
3. California to Japan 3. Japan to California 


In order to permit the committee to evaluate the total MSTS passenger require- 
ments in these services in which the commercial carrier offers space, there is 
set out below the total MSTS passenger traffic in the services described above. 
for the period July 1, 1955 to December 31, 1955. 


TABLE 1.—MST'S passengers shipped, Pacific coast, certain services only, July J, 
1955, to Dec. 31, 1955 





Space Space 
Cabin | Troop | avail- | Cabin | Troop | avail- 
able able 
WESTBOUND EASTROUND 
California to California from 
Hawaii: Hawaii: 
Military 1,117 3, 109 145 Military : 1, 141 5, 162 346 
Dependent 4, 653 0 4800 Dependent 2, 784 0 | 1,137 
Other. 149 103 76 Other 107 5 95 
Total 5,919 | 3,212 710 Total 4,032 | 5,167 | 1,578 
Philippines: | Philippines: 
Military 150 2, 277 96 Military 263 2. 945 111 
Dependent 1, 403 0 62 Depen‘lent 693 9 167 
Other. __. 58 ll 21 Other 43 179 5 
Total 1, 611 179 Total 999 3, 133 253 
Japan/ Korea: Janan/ Korea 
Military 780 | 25,833 3 Military 2, 279 | 31, 847 25 
Dependent 4, O65 0 117 Dependent 4, 991 0 202 
Other. _. 853 160 36 Other 321 26 30 
Total 5, 698 | 29, 993 156 Total 7,591 | 31,873 257 


The “space available” feature of this picture, it is believed, should be examined 
by the committee from a policy standpoint. An examination of table 1 reveals 
that MSTS ships handled 1,045 passengers in “space available” category from 
California outbound to Hawaii, Philippines, and Korea, and 2,118 inbound to 
California from these points in the last 6 months of calendar year 1955. 

A “space available” passenger is by official definition of the Department of 
Defense a “passenger transported in space which remains unassigned after all 
space requirement travel assignments have been made and which would otherwise 
sail unused if not authorized and assigned to the use indicated. These are pas- 
sengers to whom the Department of Defense has no obligation to provide trans- 
portation in the accomplishment of its mission.” 

Examples of this type of passenger are: 

1. Dependents of military and civilian personnel of the Department of Defense 
under competent authority traveling pursuant to temporary duty orders for a 
period not under 6 months. 

2. Dependents of military and civilian personnel of the Department of Defense 
stationed overseas who travel on other than permanent change of station orders. 

3. Military personnel whose permanent station is in the continental United 
States when traveling in a leave status, and their dependents. 

It would seem clear that there is a public-policy question involved in the prac- 
tice of providing transportation to large numbers of passengers to whom the 
Department of Defense has no obligation. The rates for this kind of travel are 
$9 San Francisco to Honolulu and $21 San Francisco to Yokohama. 

It might properly be asked whether or not Government employees of other Gov- 
ernment agencies should not be entitled to the same travel privileges in empty 
space in the MSTS ships so long as Department of Defense personnel apparently 








are. Employees of firms with Government contracts would be a natural next step 
and from there the transition to students, youth groups, and other similar present 
sources of private passenger traffic would not be impossible, it would seem. Of 
course, it might be said that some of those individuals using such transportation 
at this kind of a rate would not engage in the travel if they were required to pay 
a regular commercial fare required to keep private ships in operation. But that 
does not justify using public tax funds to provide near free transportation to 
unauthorized persons in competition with private carriers, both water and air. 

The “space available” column indicated in table 1 actually means passengers 
shipped. Further, of those moving in this classification, 80 percent moved in 
eabin and 20 percent troop-type accommodations from July 1 to November 30, 
1955. The following table then more clearly indicates the full cabin-type accom- 
modation lift. It is a conversion of the preceding table on the basis of adding 
20 percent of the “space available” total to troop and 80 percent to cabin. 


TABLE 2.—MSTWS passengers handled, Pacific coast, certain services only, July 1 
to Dee. 31, 1955 


Cabin | Troop Cabin | Troop 
WESTBOUND EASTBOUND 
California to California from 
Hawaii: Hawaii: 5 
Military ‘ ‘ 1, 233 3, 138 Military 1, 418 6Y 
Dependent 5, 044 98 Dependent -- 3, 694 227 
Other... : ee 210 118 Other_. ‘ 183 24 
TO .5.. : 6, 487 3, 354 Total_. . 5 5, 295 320 
Philippines: Philippines: 
Military- — 227 2, 296 Military--- 352 2, 967 
Dependent -_ 1, 453 12 Dependent $25 44 
Other... i 115 25 Other... - . 47 180) 
Total_-_.. 1, 795 2, 333 Total , 224 3, 191 
Japan/ Korea: Japan/ Korea: 
Military....--.-- 782 | 29,834 Military 2,299 31,852 
Dependent 4, 159 23 Dependent 5, 153 40 
Other 882 167 Other 345 32 
SE nicked ' 5, 823 30, 024 Total_- — 7, 797 31, 924 


The following aud final table offers by comparison the total monthly average 
number of MSTS passengers handled on private ships. The table is good only 
for a general picture and not for an exact statement of the relative allocations, 
since the period involved in the case of MSTS traffic is July 1, 1955, to December 
31, 1955, and that involved for the carriers differs, one being October 1955 to 
March 1956, inclusive, and the other being January through April 1956, inclusive. 


estimate, certain services only 





TABLE 3.—MSTS passengers using private carrier 


WESTBOUND EASTBOUND 

California to— Total California from— Total 
J EE ee ae 35 eek ee Be eee 10 
eG te 0 OUUTEEOD 8 er 0 
Japan and Korea__________-__ 47 eanan.dnd Boreas... ......... 30 


This last table is offered merely to show the total traffic available to MSTS 
for allocation either to its own vessels or to private carriers. MSTS can allocate 
to private carriers only to the extent of their capacity, and that is very limited 
at this time in the services in which there are contracts. 

Of significance, however, is the fact that 1 carrier offered 800 spaces total over 
a 6-month period and 478 were used. Another offered 520 in 4 months and 130 
were used. Thus, even on this small contract for limited number of spaces, the 
MSTS either could not or did not utilize the space offered by the private carrier. 
With this kind of a performance on small contracts, the operators cannot take 
encouragement that if they did secure vessels to operate for this service, either 
on an agency or charter basis, that such vessels would receive MSTS support. 

Very truly yours, 
R. E. MAYER, President. 
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AMERICAN ASSOCIATION OF SMALL BUSINESS, INC., 
New Orleans, La., March 26, 1956. 
Senator ALLEN J. ELLENDER, 
Senate Office Building, 
Washington, D. C. 

DEAR SENATOR ELLENDER: Thank you so much for your letter of March 20 rela- 
tive to the utilization of freight forwarders by the armed services for overseas 
shipments. I appreciate your interest in the problems confronting freight for- 
warders. Government competition in competitive business is not the American 
way of life. 

The hearing now being conducted on S. 822, a bill to require the armed services 
to utilize the freight forwarders for overseas transportation is of great interest 
to all forwarders and especially those now members of this organization. 

Enclosed herewith are copies of a statement which I have prepared for your 
cooperation in presenting it to the members of the Subcommittee on Merchant 
Marine and Fisheries of the Senate Interstate and Foreign Commerce Committee 
now engaged in holding a hearing on 8. 822. There are enough of them to enable 
you to give one to each member of the committee, so if you will be so kind as to 
see that they are distributed, the favor will be appreciated. There is a copy 
enclosed for your good self, also. 

Should S. 822 be reported upon favorably and the possibilities of a vote by the 
entire Senate become imminent, please let me know in time to send a copy of state- 
ment to each Member of the Senate. 

You have always been most kind in cooperating with me in my work to keep 
small business in business, and I want to thank you again for your consideration 
of me. Extend my regards to all the members of your Washington staff. 

Very sincerely, 
J.D. HENDERSON. 


TESTIMONY OF J. D. HENDERSON, NATIONAL MANAGING DIRECTOR AMERICAN ASSOCI- 
ATION OF SMALL BUSINESS, INc. 


Presented to the Subcommittee on Merchant Marine and Fisheries of 
the Senate Interstate and Foreign Commerce Committee, United States 
Senate, Washington, D. C., by the Honorable Allen J. Ellender, Senator 
from the State of Louisiana, in favor of the liquidation of the United 
States Military competition with free competitive taxpaying enterprise, 
in re Senate bill 822. 


do use the foreign freight forwarders and brokers with satisfactory and econom- 
ical results as previously presented in testimony before this committee. On the 
other hand, employees of the Federal Government have testified as to the neces- 
sity of keeping the great national and international tax-exempt Government- 
operated forwarding and shipping monopoly, the Military Sea Transportation 
Service, going at the expense of the taxpayers and in competition with private 
enterprise forwarding and shipping businesses. 

Members of the Congress have been appealed to on previous occasions to remove 
this monopoly but the pressure of the money-hungry citizens in the various areas 
have prevented them from discontinuing the monopoly because of the millions 
of taxpayers’ dollars distributed on the local level at the expense of all of the 
citizens of our Nation. This practice is not confined to the shipping and for- 
warding industries, as you gentlemen of the Congress are surely aware. Pos- 
sibly the members of this committee will be among the first of the Members of 
the Congress to do something to put a stop to this public panhandling. There 
are several million citizens who could welcome an opportunity to vote for an 
antiwelfare candidate. The Military Sea Transportation Service has been 
criticized by many and most pronouncedly by the Hoover Commission in one of 
the reports issued during the final day of that Commission’s existence. When- 
ever an effort is made to eliminate this leach on the body politic of our Nation, 
thousands of public panhandlers rush forward to grapple with the Members of 
the Congress in opposition to any movement to discontinue the MSTS. 

The Military Sea Transportation Service was established during the time 
Louis Johnson was Secretary of Defense. Someone got the brilliant idea that 
by eliminating the freight forwarder’s brokerage fee and freight charges in the 
bypassing of the regular steamship companies, all of whom pay taxes, they 
could save some money. Evidently these “planners” lost sight of the fact that 
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thousands of dollars would have to be spent in the construction and operation of 
the vessels to be passed on to the Army and other supplying Federal agencies— 
agencies that do not pay taxes, but are supported by the taxpayer, who must 
compete with them in order to survive. 

Many people believe that the entire setup of the MSTS is illegal and in defiance 
of Public Law 498, approved March 14, 1942, to amend the Merchant Marine Act of 
1936. Admiral Houser states: “The Department of the Army, as a shipper service,. 
is responsible for arranging and contracting for forwarding of freight from 
point of origin to vessel.” The “vessel” as mentioned by the admiral must have 
reference to the tax-exempt Government-owned boats operated by MSTS. It 
most certainly appears that the Army has gone wholeheartedly into the foreign 
freight forwarding and shipping business, at the expense of millions of dollars 
in taxpayers’ money. 

It is now necessary for the MSTS to employ hundreds of additional clerks, 
supervisors, and military personnel for work performed in the past at no expense 
to the Government. Many businessmen in the freight forwarding and shipping 
business believe that MSTS is costing the taxpayers of our Nation many millions 
of dollars yearly. 

At one time, the Department of Agriculture announced that its Production and 
Marketing Administration in New York will act as its own grain-forwarding 
agent at the port of New York, resulting in the termination of the use of com- 
mercial forwarding services there. The spread of this socialistic practice to the 
gulf ports of New Orleans, Houston, and Mobile was nipped in the bud by the 
fast and aggressive action of the Forwarding Agents and Freight Brokers Associ- 
ation and others, in cooperation with the American Association of Small Business. 

Whenever the Government goes into any kind of business in competition with 
and supported by the taxpayers, it is not possible for that business to long survive. 
It is agreed that the Government should practice economy in all of its many 
bureaus, departments, agencies, and branches, but not by going into, taking 
over, and subsidizing various businesses—for that is socialism, the blood relative 
of communism. 

One object of the American Association of Small Business has been opposition 
to monopoly, regimentation, excessive taxation, and extravagance in Government 
spending of taxpayers’ money. We campaigned nationally to demand tax cuts— 
city, State, Federal—and note a decided trend in that diretcion. Confiscatory 
taxation and extravagance can lead to totalitarian government. 

One project of the AASBI in getting the Government out of competitive busi- 
ness is elimination of the Military Sea Transportation Service. The MSTS 
distributes large payrolls and other expenditures in the community, true. But 
if MSTS would get out of competitive business, private firms could handle more 
cargoes ; the number of vessels laid up be reduced ; forwarding agents and foreign 
freight brokers handle more shipping; ship supply firms sell more stores to 
private shipping firms: in the final analysis, the Government would collect more 
taxes. In 1954, the Service operated 221 ships, carried 2,038,331 passengers, 
23 million tons of cargo, cost taxpayers $549 million, without including military 
pay, allowances, depreciation, interest, taxes. All this diverted to private busi- 
ness would strengthen every segment of our merchant marine. 

The Government should get out of all competitive businesses and their pro- 
grams be discontinued or turned over to private, taxpaying industry. Operation 
of subsidized, competitive, tax-exempt businesses is like giving a man a trans- 
fusion from right to left arm, with a tube that has a leak in it, the Government 
holding a cup under the leak to keep over 5,711,734, including the Armed Forces, 
on the payroll. 


x 








